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Ottawa, Ontario, 
Tuesday, February 28, 1950 


MORNING SESSION 
---The Commission resumed at 10,30 a.m. 


THE CHAIRMAN: Yes, Mr. Evans? 

MR. EVANS: Before I call Mr. Liddy, my lord, 
I should like to put into the record the rough suggestion 
for amending the Maritime Freight Rates ‘ct that I promised 
to give you yesterday. I put it forward subject to this, 
that as I said when I promised to give it, one would want 
to look at what scheme was adopted and also the possible 
effect, what would be required to be done,before one made 
a final expression of views. 

MR. BARRY: Would you please speak a little 
louder, Mr. Evans? 

MR. EVANS: It is pretty difficult to speak so 
that I can be heard back there, 

THE CHAIRMAN: You might do the best you can. 

MR. EVANS: If the Commission would look at the 
Maritime Freight Rates Act and bear in esata that Section 3 
provides for the cancellation of existing tariffs and 
subsection 2 authorizes the Board to have certain powers 
and (a) of 2 authorizes the Board to approve the cancel- 
lation of the existing tariffs, and subject to the pro- 
visions of the Railway ‘ct -- 

THE CHAIRMAN: I am sorry; you are now referring 
to a section of the Maritime Freight Rates Act? 

MR. EVANS: Yes. 

THE CHAIRMAN: What section? 

MR. EVANS: Section 3. You see the first sub- 
section provides for these preferred movements, and for 


the cancellation of tolls and for the substitution of new 
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tariffs, and (2) authorizes the Board of Railway Commis- 
Sioners as it then was, to approve cancellations, and 
Subject to the provisions of the Railway Act respecting 
tariffs of tolls for the carriage of freight where not in- 
consistent with this Act, to approve all tariffs of tolls 
So substituted. 

THE CHAIRMAN: Yes. 

MR. EVANS: (b) provides for the maintenance of 
these tolls subject to increase or decrease as the cost of 
operation in Canada should change. Then (c) provides 
for adjustment or variation in these tolls to meet new 
industrial or traffic conditions. My suggestion for 
rough consideration is that (c) might provide the vehicle 
for the amendment, and reading (c) as it stands I would 
amend it in this way: 

"Adjust or vary such substituted tolls or 

rates from time to time" -- 
Tat is exactly as it is there. Then these are the new 
words: 
"as may, in the opinion of the Board, be neces- 
Sary to give effect to any general readjustment 
of rates in Canada or" -- 
and this is reading on with the section as it now stands -- 
"as new industrial or traffic conditions arise, 
but always in conformity with the intent of this 
Act as expressed in sections 7 and 8 and other 
relative sections thereof." 
I offer that amendment, and I would be happy to have 
discussions with anybody who may see some difficulty in 
that. I think it is a simple amendment and might be 
acceptable. I offer it mainly as an indication of the 


character of the amendment which I think one might have to 
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have in mind to give effect to an equalization proposal. 

THE CHAIRMAN: You seem to think that as the 
Act reads now the Board has not got sufficiently wide 
powers in case of a general revision of freight rates, 
and so on? 

MR. EVANS: I think there is considerable doubt 
about that. 

THE CHAIRMAN: I think there is. 

MR. EVANS: I think my maritime friends would be 
the first to say that it should not be done, but I think 
an amendment of that kind, Simple in language but general 
in terms, might be adequate while preserving -- 

THE CHAIRMAN: Have you any copies of it? 

MR. EVANS: I have not -- oh, there are some 
copiesas Leametold: L will call Mn. Liddy: 

MR. BARRY: This is a matter that I assume could 
be left for discussion or argument later. 

THE CHAIRMAN: Yes. 

MR. BARRY: It has occurred to us if there igs 
legislation to arise out of this Commission, as there 
undoubtedly will be -- 

THE CHAIRMAN: Please speak louder. 

MR. BARRY: If, as there undoubtedly will be, 
there is legislation arising out of the report of this 
Commission, it might be that such a matter could be dealt 
with in that particular legislation without the necessity 
of a general amendment of the Maritime Freight Rates Act 
which would continue to operate. However, I do not intend 
to argue it now. It is a matter that has given us some- 
thing for discussion later. 

MR. EVANS: That is all it 1s submitted for. 

MR. COVERT: It occurred to me that while we are 


discussing amendments this might be the proper time to 
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bring up a matter about which Mr. Evans has written to me. 
He wrote Mr. Frawley under date of February 27 and sent a 
copy of the letter to me. He refers to a part of the 
transcript of December 9, Volume 63, at which time your 
lordship will remember that you suggested to Mr. Frawley, 
and I will read one paragraph: 

"Now then, you will be giving copies,of 
course, to the railway counsel and to other 
provinces and if anybody sees any point in this 
draft that ought to be discussed now, well we 
have a discussion but in the meantime you want 
to proceed." 

Then later on you said, Mr. Chairman: 

"As we go along, I intend to continue 
to ask you if you can really give us any amend- 
ments. 

"Mr. Frawley; Yes, sir, I have some prepared 
now." 

Mr. Evans has suggested that before the Canadian Pacific 
case is closed any draft amendments should be submitted 
so that if it becomes necessary to offer any evidence 

in connection with them they can do so. I thought 
perhaps that matter should be mentioned at this point. 

MR. EVANS: I had thought, my lord, that we 

are getting on, and the time might have arrived when 
our friends would have crystallized their amendments 

so they could let us see them. I would hope they 
would not leave these matters until argument because one 
cannot analyse a section of the Railway Act in relation 
to amendments eran ys considerable amount of 
additional work, and I think it should be done, a ALG 
can be done, as Mr. Covert has pointed out in my letter, 


before our case is closed. It may conceivably be that 
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the evidence of a practical witness may be necessary on 
certain matters to understand a problem created by an 
amendment. I had not intended to mention this this 
morning until Mr. Covert mentioned it to me, I think 
it is an important matter. 

THE CHAIRMAN: | Is there any reason that occurs 
to anybody why all proposed amendments should not be in 
before we adjourn? 

MR. SHEPARD: Perhaps I might say something on 
that matter. My friend Mr. Evans sent me a copy of his 
letter to Mr. Frawley, and I spoke to him before court 
convened this morning about it. So far as Manitoba is 
concerned, I think we can probably certainly put into 
the record before the adjournment prior to argument 
any amendments that we will be putting forward in argu- 
ment, but it may be difficult for us to have them all 
drafted before the O.P.R. evidence is finished. if 
explained that as a simple problem of time available to 
Mr. Evans. We will certainly do our best to get them in, 
but it may not be possible.. As I understand it Mr. 
Evans suggests that he would like to have all suggested 
amendments to the Railway Act and other legislation on 
the record before the C.P.R. closes its case, and it 
may not be possible for us to have all that ready. 

THE CHAIRMAN: Did you say that? 

MR, EVANS: Yes, sir. I think it is important 
because, as I say, it may become necessary to put a 
witness in the box to describe the circumstances that 
may have to be taken into account. I do not know 
what they might be, but I envisaged the possibility 
that some evidence might be ncessary to enable the 
Commission to understand a problem that perhaps has not 


been considered before. 
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THE CHAIRMAN: Has anybody else anything to say? 

Mr. MACPHERSON: I was going to say that so far as 
Saskatchewan is concerned we will endeavour to have any 
amendments available, but this is what strikes me, that 
during the interval when we are preparing for argument, 
and when we will be devoting all our attention to a con- 
Sideration of the evidence, then it may be, and very 
probably will be, that further amendments will suggest 
themselves to us. We would not feel like being pre- 
cluded ine any sense from submitting amendments even 
after the close of the case up until argument because 
very reasonably in a consideration of the evidence and 
of the problems represented in the evidence, at the very 
last minute some amendment may occur to us. 

MR. EVANS: It is the last minute amendments that 
are really dangerous in my view. They have their evi- 
dence in largely except on one subject, and it seems to 
me they must know now what they do recommend. 

THE CHAIRMAN: You cannot tell how much diffi- 
culty there might be in an amendment until you have seen 


Lt¥ tot “course. 


(Page 16595 follows) 
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MR. EVANS: That is my problem. 

THE CHAIRMAN: That is a matter we will have to 
Speak to when the time comes, but I am glad of this 
opportunity to say that we think that these amendments can- 
not be brought in too soon. Mr. Frawley has already given 
us a number and Mr. Shepard has given us some. 

MR. FRAWLEY: I have not seen the letter which 
Mr. Evans has written to me. I assume itsis in my box 
at the hotel just now. If Mr. Evans was completing his 
case this week, Friday evening, it might be difficult 
for me to put into the record before that time the amend- 
ments which I have been working on, but I would think that 
this being Tuesday, a week from today I should be able to 
put into the record the several amendments which I have 
prepared. 

THE CHAIRMAN: I certainly would be very happy 
if I understood that all amendments would be in by next 
Tudsday, that is, all that are in view now subject to 
what may come out later, which I think will then have to 
be spoken to.’ 

MR. SMITH: My positien, Mr. Chairman, is 
identical with that of Mr. Shepard's. I, together with 
Mr. Matheson, have to put in some amendments both for the 
Province of Nova Scotia, and for the Maritime Transportation 
Committee, and I think I should at least have until the 
adjournment for that opportunity of consulting with him 
and putting in the amendments. I am quite prepared in 
every way to expedite the matter. 

MR. BRAZIER: My lord, I just have one or two 
very Simple amendments that I am going to offer to the 


Ceammission, and I am sure I can let Mr. Evans have those 
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before he closes his case. 

THE CHAIRMAN: Well, I think everybédy realizes 
the advisability of having these amendments in as soon 
as possible. It may be that later on it will be necessary 
to introduce otherg, and they will then have to be con- 


Sidered. I think that is as far as we can go, Mr. Evans. 


MR. S. J. W. LIDDY CALLED 
EXAMINATION BY MR. EVANS: - 


Q. Your full name please? 

A. Samuel John Wilford Liddy. 

Q. And you are the Assistant Comptroller of the 
Canadian Pacific? 

Ba Lee ere nVvans . 

Q@. And you were the principal accounting witness 
for the Canadian’ Pacific in the 21° Percent Case and in 
the 20 Percent Case? 

Ais. Nal Lerrre nt. 


Q. And you have been Assistant Comptroller since 


REP TOUOr 

Q. And you are a graduate of McGill University 
with a degree of Bachelor of Science in Engineering? 

Bay here i Ss Pyeny . 

Q. And your service with the Canadian Pacific 
commenced when? 

AX HOUR 

Q. And was that full time service or was that part 


time service? 


5 ssigeagita at nna 
-M0g . 46 a cats Tai py 9 RSE Sey 
re ‘ ncreve, : My < O. ff Dw Gale ide ers 4 ven eats 3 


, 4 » (hs i v6 
gon aA ww - ‘ 
. 2 | 


sth i 


pease, lle sms” 


Teqaslg \omed- “Ete ino oe 


a 

eae Neate reheat | ‘baie recent iti 
28 ihe “ty ‘ a8 7. 4 “bile Be say Ai 
Sh tke pea OF Fab a hh 218 wee. Ore ar a 


Cy Lt tastes srothataOs ie ie 
7 


i ‘ s 
Se) Tia) 


. ave. t “hy any ' Bay % cy Ae 

sate, : ea ae ‘1. an on 

OE ONE BA APR CARS, oh AG eS ids oa wormed 2 Be ¥ a 

vt, DMS Sea ofesens AS said: O98 boat ethene) ‘sites 
ae sik is sr, aa 

fuaed’s neers OStadg | 

dda bs ade arrery OMS: 


sonts rt allorrase), staat sept eved soy hak 1 a ci 


- OeeE ‘lee: 
i vo xP 3 a ata: 2 bi Sin SOK " oe Al My Hee es apie pre i, & x Fa 3 n ss, ‘hak 4 WI be - 
. 7. BT OGL SOA : + POMP ROA ATO: Ae wfioka. rao sngeb ti 


(teat et. eal i ba 


y a 7 


Mota? 
Ee : 
i ( ' 


. 


4 
‘ 
ii : 7 


‘re feta HQ: se se bon: “oh 


ms —, A i i 


pay 


- 16597 - Mr. Liddy 


A That was part time, Mr. Evans. 

Q. In the summer vacations, I gather? 

A In the summer vacations, while attending university. 

Q. And then in those vacation periods and following 
your graduation, I understand you were apprenticed in 
various departments. What departments were you apprenticed 
any 

&. I was apprenticed in most departments, Mr. Evans - 
the Maintenance of Way Department, the Maintenance of 
Equipment, Transportation Department and also certain out- 
side offices of the Railway. 

Q@. Then, when did you commence your full time service 
with the Accounting Department? 

A. I commenced my full time service in 1919. 

Q. And I gather in 1925 you became a statistician in 
the Accounting Department? 

ha Les, our, 

Q And in 1935 General Statistician? 

A Yeou sir. 

OQ.) 2nd in.1935 assietant. to the Assistant Comptroller? 

A Yes. 

Q. And, in 1940, as you say, you were appointed 
Assistant Comptroller? 

Ay Yes’. 

Q. On page 16188, my lord, of Volume 81, your 
lordship asked that we provide a study showing passenger 
losses, and I thought before I go on with Mr. Liddy's 
evidence, I might file as an exhibit a statement entitled:- 
"Apportionment of Railway Operating Revenues and Railway 
Operating Expenses Between Passenger Services and Freight 


Services, year 1948". 
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.. EXHIBIT 180....filed by Mr. Evans ; Apportionment of 

>: Railway Operating 

: Revenues and Rail- 

$ way Operating Ex- 

> penses Between 
Passenger Services 
and Freight Services, 
year 1948. 

Q. Now, Mr. Liddy, as the footnote shows on that 
Exhibit, that apportionment was made on the same basis as 
was used in connection with the Hearings before the Board 
in the Rate Cases when Similar apportionments were made? 

A. Yes, Mr. Evans, similar to the apportionment that 
was made in Edhibit 138 in the 21 Percent Case. 

Q. Now then, I draw attention to the second footnote, 
which says, that in 1948 only 32% of railway operating 
expenses are directly separable in the Company's accounts 
between the two classes of service. The balance of 68% 
was of a nature incurred for the Company's rail services 
in general, and could only be apportioned upon an arbitrary 
and theoretical basis. Mr. Liddy, when you say that 32% 
of the railway operating expenses are directly separable, 
what do you mean? 

A. Well, take an account like Passenger Train Car 
Repairs. That is directly separable to Passenger Services. 

Q. And do you say then, that of the total expenses 
related in this exhibit, 32% are in that category which are 
directly allocable and the others are apportioned on a 
theow tical basis? 

A. That is right. 

Q. Now, looking at that Exhibit, Mr. Liddy - - 

COMMISSIONER INNIS: Was the 32% arrived at after 


you made the complete computation? 
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MR. EVANS: No, 32% are allocable directly from 
the books. 

COMMISSIONER INNIS: 32% of what? 

MR. EVANS: Of the expenses. 

COMMISSIONER INNIS: Of all expenses? 

MR. EVANS: Of the expenses allocated to passenger 
and the balance, as the Exhibit shows, were apportioned on 
this statistical basis. 

COMMISSIONER INNIS: What I was concerned about 
was, did you first allocate the amount and get the total 
and then get the 32% from that? 

MR. EVANS: Mr. Liddy, what is your answer to 
that? 

THE WITNESS: Ne, 32% represents on this Exhibit 
the proportion of $39,175,356 - - 

Q. That is the figure opposite "Expenses Solely 
Related"? 

£. Yes, and the similar figure opposite "Freight 
Expenses Solely Related" is $65,929,504. That is a total 
of $105, million. That is 32% of the total operating 
expenses of $326 million. 

COMMISSIONER INNIS: What is the $326 million? 

A, What iteethe total railway operating expenses, 
freight and passenger. 

THE CHAIRMAN: Does that result from a dilation 
of any figures here? I don't see that figure. 

A. That is a computation, Mr. Chairman. 

Q. $326 million ? 

A. $326 million is the total railway operating ex- 
pbenses and is found by adding the two figures on the 
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Q. That is what I wanted to know. 

a ~The Tires ‘fi cure: to take, is the expenses of 
passenger service amounting to $91 million odd, and the 
expenses for freight services amounting to $234 million 
odd. 

MR. EVANS: What you are saying is, that 32% of 
those total expenses is directly allocable as between 
passenger and freight on the books? 

COMMISSIONER INNIS: So it is 32% of the $326 
mi liton? 

MR. EVANS: Yes, is directly allocable to one or 
the other. Now, I gathered, although the figure does not 
Show, Mr. Liddy, that one arrives at the passenger deficit 
by subtracting the revenue figure of $23,617,211 from the 
expense figure for passenger of $91,484,172? 

A. Yes, that is right, or perhaps the other way 
round - subtracting the $91 million from the $62 million. 

Q. And you get a minus figure? 

Ae Pina co Piet. 

Q. And that leaves, as I have it, and you will check 
me if I am wrong, the passenger deficit in the year 1948 
on the basis shown by this Exhibit, would be $28,866,961? 

By YOR Sis, 

Q. Now then, that is the deficit for the whole of 
Canada, tf 126 NOt? 

nu 268, Sir, for the Canadian Pacific. 

Q. For the whole of Canada for the Canadian Pacific. 
Now then, the figure shown at page 185 of Part I of the 
Canadian Pacific Brief for Western Canada - you will see 
it in the middle of the page - is $18,555, 654? 


A. Yes. 
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Q. And I gather that if one wants to derive the 
deficit in Eastern Canada, one could do so by taking the 
$18 555,654 from the figure of $28,866,961? 

Be vesyanMrs; Evans . 

Q. And I make it that the Eastern deficit in 1948 
was $10,311,307? 

A. That is right. 

MR. BRAZIER : Mr. Chairman, could I ask at this 
point, could Mr. Liddy produce a statement Similar to that 
on page 116 of the Appendix to Part I to get a similar 
comparison? 

MR. EVANS: He could, Mr. Brazier, but the amount 
of work necessary to do that would be out of proportion 
to the value of it, because we have the defiteit ror the 
Whole of Canada. All we have to do igs Subtract one figure 
from the other. 

MR. BRAZIER: It does not appear to me that all 
the incidental expenses are included or the incidental 
revenues included here as they are in 116. There does 
not appear to be mail or express revenue in that one on 
page 116. 

THE CHAIRMAN: You are referring to page 116 
in what? 

MR. BRAZIER: In the Appendix to Part I of the 
Canadian Pacific Submission. It appears to me that it is 
not an exact comparison, and that we are not getting really 
a true figure by merely subtracting as Mr. Evans has done. 

MR. EVANS: Now, I am sure Mr. Brazier can ask 
Mr. Liddy that in cross-examination, but, Mr. Liddy, are 
results which were obtained on page 116 of the Appendix to 


Part I on a comparable basis with those shown on Exhibit 180? 
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A. Well, it is true, as Mr. Brazier says, that there 
are small amounts of incidental revenue. I think they 
amount to about $7 thousand, but not enough to affect the 
basis, Mr. Brazier. 

MR. BRAZIER: Mail and express are in these 
figures in the Appendix? 

i. “That is “Silent. 

MR. EVANS: What you were trying to do, Mr. Liddy, 
if I understood you, is you were trying to give to this 
Commission, the same kind of exhibit that was given to the 
Board in the Rate Cases? 

A. Yes, sir, strictly comparable to Exhibit 138 in the 
el Percent Case. 

Q. Now, before I leave that Exhibit, Mr. Liddy, I would 
like to ask you whether you have anything to say as to 
whether the results which this exhibit shows are on an 
out-of-pocket basis? 

A. No, this Exhibit is prepared on the basis of a 
total income. 

Q. It is Exhibit 180 you are speaking of now? 

A. Yes, Exhibit 180 is prepared on the basis of total 
income. I would like to draw perhaps, the Commission's 
attention to the first figure in expenses which are 
designated "Solely Related", that is, the figure $39,175, 000. 
That. 16"partyor™ the total out-of-pocket costs. 

Q@. When you speak of "out-of-pocket", you mean in the 
general sense, that the expenses would be saved if you could 
Stop giving passenger service? 

A. Yes, and the expenses that would be added if you 
added passenger service or the expenses that could be curtailed 


if you cut down passenger service. 


oe ay 
penis i he 


he | 


bere 
AP on ¥) 7 


i | avers i 
Boba aH 768 rs OR Se A ie 
S148 OF 2vi GF BOWERS Mei soy! we cosdonisentad iil 
of} Gf Kevi® gow Fede Pididxs Yo Rots emake) ee 
fsuanh edad eas we out 
“fy itt Bt as aicretal qidsiede ate eet A a 
deed onan et a, 
sad E  ¢bbid co ani see svost X opehad” ait) gh OP : | 
| S$ #6 Yas 6S BNLARGHE SEA Noy ‘tari? ott uy was OF srt. 7” 
He ae a awente Jididee eiie doiaw adiveor sht wanton 
ec iadd Faso Tor h 
8 2 glded end He baatasng ar eperaes eet oe Sa Te 
: Gon] Lees 
ton 16° si Nivege Bes Hoy OBL dedrixd Pies aes il 
idee | to ecbed sid ja Boer bS-eth ei O82 gidtdell .eeY aA 
gh 4d bap eB Ge (adedued wide od SNEE Biwow J \omonnt 
wis bit Bssqygks He ofHei? Sarit ocd OF NOTINSITS 
JOO BL ORR waar sit (od dade , boreran ebete beadengiueb 
ie beets hinccshiiel tosdin fedad ord to) dase BE tmit 4 | 
83 mi aasm iE 3 song? Wwe dte" Lo wieqd soy are 7. o | 
Kinde oy Ft sees git PivoH Bsbiiodke até waste \ektoe Tareney , 
Sa hy | eos reyes yapieetng gnivig qods | 
ee aN | 
bedive ad bince foitd eatieane ait} YO 22vTes seguenied bebbe 
eae ea foe oa sets 


- 16603 - Mr. Liddy 


Now, the out-of-pocket expenses would lie somewhere 
between $39 million and the total apportioned expenses of 
$91 million - somewhere between those two figures. None, 
as far as I know, has ever adopted the rule or found the 
formula in which they are satisfied that they could determine 
what out-of-pocket expenses are, but, in my view, out-of- 
pocket expenses would lie closer to the $39 million that 
they do veo the $0) million. 

Q. Then, Mr. pees we can pass on to page 60 of 
Part I of the Company's Brief. Now then, before I ask you 
any questions, I take it that in your position, as Assistant 
Comptroller, that you are the accounting officer who is 
responsible for the accounting material and for the sub- 
missions contained in the Brief of the Canadian Paeific? 

A. Yes, I am. The statements on accounting subjects 
in the Brief represent my views and the figures and data 
in the Brief in support of those statements were either 
prepared Py myecif or under my direction. 

Q. Now then, in the middle of page 60 tkere is a 
paragraph which begins in the second sentence as follows:- 

"Tt may seem to the superficial observer 

Simple to ascertain what is the actual cost of 

service. In fact, however, the problem of dis- 

entangling joint costs is one of great magni- 

tude and complexity, and unless the volume of 

traffic being considered is a fairly large 

proportion of the total traffic moving over 

the railway, an allocation of many costs must 

be made on the most arbitrary basis. It has 

been stated on numerous occasions by accountants 

and economists that railway operations do not 


lend themsleves to cost accounting" 
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Now, can you assist the Commission in explaining what 


is meant by that statement in our Brief? 


(Page 16605 follows) 
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A. Yes, I think I could perhaps help the Commission 
in understending this problem of disentangling joint costs 
by pointing out how we keep our eccounts and why we so 
keep them. 

Q. Whet is the first thing you would like to drew 
attention to? 

A. First I would like to touch on the details we 
have of the cost of railway property. 

THE CHAIRMAN: Q. The cost of what? 

A. Railway property. For the year 1948, as of Jan- 
uary 1, 1948, the total cost of railway property of the 
Canadian Pacific Railway emounted to $15,271,991 .255. 

MR MACPHERSON: Q. Is that historical? 

A. Yes. This investment is classified in our books 
under some forty-five headings. I have a statement showing 
this investment which I would like to file es en exhibit. 

MB EVANS: .Thet. will. be Exhibit 181. It is en- 
titled "Details of Investment jn Railwey Property es of 
January 1, 1948." 

---EXHIBIT 181: Details of Investment in Reilwsay Property 
Miehiielte cas ofssan, j.,. 2946, 

MR EVANS: Q. Now, Mr. Liddy, what have you to say 
about this exhibit? 

A.. The headings shown on this exhibit sre in accord- 
ance with the primary accounts contained in the classifica- 
tion prescribed by the Interstate Commerce Commission for 
railroads in the United States. I believe it would be 
helpful at this time if we filed copies of the Interstate 
Commerce Commission eccounting classificetion for steam 
railways. 

Q. Have you some copies there? 
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enough copies to supply to my friends. We supplied them 
with copies of the other exhibits, but we had not enough 
copies of these rather voluminous exhibits. 

THE WITNESS: I might sey, Mr. Evans, that 
copies of this classification can be purchesed from the 
Association of Americen Railways for s nominel price. 

MR EVANS: That will be Exhibit 182, 

---EXHIBIT 182: Interstate Commerce Commission accounting 
classification for steam railweys. 

MR FRAWLEY: Q, Is there any place else you 
could purchase them, Mr. Liddy? 

A. Well, I. see that information, Mr. Frawley, on 
the inside cover of the folder here. 

MR MACPHERSON: Mr. Chairman, there is a question 
thet I think might very well be raised now in connection with 
this Exhibit 181. It presumes to set out wheat Mr. Liddy 
gives as the historical investment cost of the railways. 
Now, what I would like to know, end what my colleagues 
would like to know, is to what purpose this evidence is 
being directed in so far 2s the Commission is concerned, 

I note that on pege 64 of Part I the company soys: 
"It is submitted that no amendment is necessary 

to the Railway Act of Canada to apply the principle 

of fixing generel rate levels . i, 
That is to say, if the evidence is being directed for the: 
purpose of establishing the rate of return or rate base 
or anything of that kind, then it will open up 2 great 
field for cross-examinetion thet probably otherwise might 
not be necessary; end it is difficult for us to understand 
why this should be gone into, in the light of the fact 
that at page 64 it is claimed in the outline by the com- 
pany itself that no amendment is necessary to the Railway 


Act of Canada to apply the principle. Now, is it being 
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directed to the question of the establishment of rste 
base and the rate of return, end what is the purpose of it? 

MR EVANS: My friend is most impetient. I have 
only just introduced the exhibit, and I think if my friend 
possesses his soul in patience he will find that I am not 
going to spend very much time on, it, but-there is a good 
deal in the brief about how the rate base is made up, and 
I can tell him now that within the next minute or so he is 

‘going to find that we are still dealing with--- 

THE CHAIRMAN: Pardon me. Can you hear? 

MR MACPHERSON: Not very well. 

MR EVANS: We are still dealing with this question 
of disentangling joint costs, end I just suggest thot my 
friend possess his soul in patience for about one minute 
and he will find that we will not Spend much time on it. 

MR MACPHERSON: I wish to point out that it is 
not a question of being impatient; it is e question of 
escerteining why my friend is endeavouring to establish 
the investment in Modiwey, property! 6s0$14271,991 ,2554- 218 
he does not know now -- snd I think he does, from our 
experience before the Bosrd of Transport -- we do not 
accept that figure, and if he is endesvouring to establish 
thet figure as representing details of investment in railway 
property, which would be considered as 3 rate base for rate 
of return, then I only wish to point out now that thet will 
be challenged now, as it has been before. 

MR EVANS: I never expected my friend would not 
challenge almost anything I said; he has slways done it, 
and I guess he always will; but--- 

MR MACPHERSON: Oh, well--- 

MR EVANS: Now, just 2 minute. I am going to have 
@ word here, if you please. 


MR MACPHERSON: My only point is that I resent 
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the suggestion--- 

THE CHAIRMAN: If you gentlemen will only speak 
one at a time it will make it easier for ali of us. “Go one 
Mr. Evans. What were you going to say? 

MR EVANS: I was going to say, my friends sre 
extremely sensitive when any figure of rote base is men- 
tioned; they were before the Boord of Transport Commis- 
Sioners. They shudder sat the Very Unougit of “Lt. 

Q. Now, Mr. Liddy--- 

THE CHAIRMAN: You refer, Mr. MacPherson, to pege 
64, where there is a paregraph set out numbered 45; that is 
what you have in mind, is it, where it is said: 

"It 1s submitted that no amendment is necessary 

to the Railway ct of Canada to apply the principle 
of fixing general rate levels on the ‘besis of a fair 
return on the investment in railway property used in 
transportsation service," 
Theat is, Mr. Evens assumes that that is the principle that 
has always been followed or ought to be followed in cases 
that arise, and then he Says that the determination of the 
investment is a matter for the Boerd. I do not think this 
exhibit interferes with thet statement et Bias 

MR MACPHERSON: Well, my lord, 211 that I wish to 
know is the purpose thst is being served by establishing 
this investment now, the purpose that it is intended to 
Serve before this Commission. 

THE CHAIRMAN: Beer in mind that this Commission 
is not fixing senybody's rates, you see; we are just dealing 
with matters of the principle that ought to be followed 
when rates are fixed; that is the idea. Therefore informa - 
tion of this kind might be said to be of secondary interest, 
but’ it Is of interest to uS, because we sre probing the 


railway situation in Canada as fully as we can, for very many 
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purposes, 

MR MACPHERSON: Well, my lord, as long as--- 

THE CHAIRMAN: Whether this statement shows more 
or less money invested historically does not affect any 
principle. I do not see that it can do you eny herm, 

What danger do you see in letting this exhibit in? 

MR MACPHERSON: Well, my lord, the point thet I 
wish to raise is thet the information which is almost 
identical with this was used by our friends before the 

Board of Transport for the purpose of endeavouring to 
establish a rate base on which a rate of return could be 
given. Now, my purpose in raising the query now was to 
ascertain what purpose was being served by this evidence 
now: Was it being submitted on 8 basis of consideration 
being asked for this amount being taken os the rate base 
on which return should be given? And if that is the pur- 
pose, I wish to say that it Will be challenged, as I saia 
before, 

THE CHAIRMAN: We sare not fixing rates or figures 
on which rates ought to be based; we are just, I repeat, 
dealing with principles, Now, the C.P.R. submits in its 
brief that there is a certain principle which I understand 
has always been followed end applied, end it goes on and 
Says that the amount in each case is Something for the 
Board to determine. Are you departing from that in any way? 

MR EWANS: No, sir. I can Say to my friend and 
Say to the Commission thst we heave dealt with this question 
of fair return and rate base; we have dealt with the ques- 
tion of disent angling joint costs. We thought that unless 
we could show the informetion which goes to meke up these 
things the Commission would not understand whet our sub- 
missions were about, and it is for the information of the 


Commission. We do not ask the Commission to find what our 
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rate of return should be or anything else. 

MR MACPHERSON: My lord, there is just one point 
I would make in connection with it. The elmost 
identicel figures with these were presented to the Board of 
Transport in the 20% Case, end the Board was asked to 
accept these figures as a rate base and to establish oa 
rate of return. The Bosrd did not do so, and expressly 
refused to accept the figures or to grant s rate of return 
based on this rate base, 

THE CHAIRMAN: What did it do, then? 

MR MACPHERSON: On the basis of requirements; they 
proceeded on the basis of requirements end not on the basis 
of a rate base, and they never have. 

THE CHAIRMAN: Well, we do not see any reason at 
Sliawtonr wou 40 think thet any prejudice is being caused, 
Mr. MacPherson, by the filing of these figures, They are 
informative for us. But when you bear in mind that any- 
thing that comes out of our Study will have to lead to 
principles and net to establishing any figures in favour 
of anybody or against anybody, I think you will understand 
that this cannot do you any harm, while it will give us 
certain information. 

MR MACPHERSON: I might CetoPry div. Lord. just st 
this point to the judgment of the Board in the 20% Case, 
at page 15, 

THE CHAIRMAN: Yes; what do they say? 

MR MACPHERSON: They say: 

"However I do not believe that such considerations 
justify me in determining without further evidence end 
investigation that the investments have been prudently 
made, end that the revenues have been sufficiently 


accounted for." 


MR EVANS: Now, if my friend wants to argue ques- 
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tions of prudent investment I WEET ‘be Very piso todo it, 
but I did not think this was the time or the place. I do 
not know why my friend persists in suggesting thet the 
Board has rejected our views on this subject, because 
there is 9 great deal that I could point to that I do not 
think would do more than just waste the time of this Com- 
mission. I am quite prepared to do it, and I am quite 
prepared to ergue the question with ny frtend, but Ledtd 
think--- 

THE CHAIRMAN: [I think, then, that the differ- 
ence between you probably is this, that on the one hand 
we have the suggestion that the proper basis is a fair 
return on the investment in railway property used in 
transportation service, and Mr. MacPherson thinks the 
principle ought to be simply the requirements from time to 
Vine. is Chet-ri ght? 

MR MACPHERSON: Well, as a matter of fact, what 
I say is that the Board of Transport has determined the 
issue on the question of requirements. 

THE CHAIRMAN: Then you seem to approve of that 
determination, 

MR MACPHERSON: Well, it was on that basis we do 
not eccept the rate base as it is represented in the 
figures given here, 

THE CHAIRMAN: Well, there is nothing in the 
filing of this exhibit to preclude you from arguing on that 
question any wey you like. 

MR MA.CPHERSON: Well, of course, what I want to 
make clear, my lord, is this, that since my friend has 
filed this showing the investment et $1,271 million, it 
will be necessary for us to deal probably at some length 
with this exhibit in cross-examination. 


THE CHAIRMAN: Well, that is all right: but I do 
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not see how it affects the principle very much whether you 
edd a few million to that statement or subtract it; the 
principle remains the same. We will let the exhibit in, 
and then you will have full liberty of cross-exemining, of 
course, 

All right, Mr. Evans, 

MR EVANS: Q. Now, referring to Exhibit 182, the 
classification of accounts thet you have just filed, where 
in thet classification of accounts will you find the text 
pertaining to the accounts for investment in road and 
equipment ? 

A. The accounts for investment in road and equipment 
in this classification will be found commencing at page 19 
of Exhibit 182 end extending over to page 48, 

Q. Now, does the prescribed classification which we 
have been talking sbout provide for the segregation of 
investment by primary sccounts between pessenger and 
freight? 

A. No, Mr. Evans. It is designed to show the total 
investment irrespective of whether or not facilities ere 
used for passenger or freight services. For example, on 
Pagecel of Exhibit 182 the account grading, that is account 
No.3 in the classification, covers the entire cost of con- 
Structing the roadway below the ties and ballast; it in- 
cludes expenditures out on the line os well as expenditures 
in the yard. The major portion of the investment in 
grading is, of course, naturally common to both pessenger 
and freight service, although in some instances you may 
have a pessenger station or a particular freight station. 

Q. Before I go on with thet subject: How does the 
Interstate Commerce Commission method of segregating 
passenger and freight expenses operate? Perhaps you could 


give some practical description of how it differs from the 
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Wey your accounts sre put? 

COMMISSIONER INNIS: This is with reference to 
grading? 

MR EVANS: No, no. I Said before we went on 
to another Subject I just wented to ask him how the 
Segregation of passenger and freight expenses under the 
Interstate Commerce Commission regulations differs from 
the way the company has its Segregation in its books. 

THE WITNESS: Well, this Exhibit 182, being the 
uniform system of sccounts for steam railways as prescribed 
by the Interstate Commerce Commission, does not deal with 
this subject of Segregation between freight and passenger. 

MR EVANS: Q. How is that done? By regulation 
of some kind? 

A. That is done by a rule, yes, a rule of the Inter- 
State Commerce Commission, 

Q. And what does it involve as far as accounting is 
concerned? Could you give an example of how, for instance, 
8 yard would be treated in their accounts as compared with 
the way you treat it in yours? 

A. They would ask the carriers to keep separate ac- 
counts, separate books, for the maintenance of their yerds, 
Separate from the maintenance of their road, and you might 
find in a large terminal that they would have three or four 
different kinds of yards, e passenger yard end 3 freight 


yard, perhaps a common yerd. 
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Each one of these cases would have Separate books. The 
Interstate Commerce Commission ask that the expenses that 
are solely related to passenger in respeet say of the 
maintenance of yards would be put in a column solely 
related to passenger. 

Q. So that it starts right in at the bottom, as it 
were, and moves up through the accounts as a regular 
matter in regard to a large proportion of the common 
expenses? 

Ae That is right. 

Q. Without going into detadl,roughly what proportion 
of accounts or of expenses are directly allocable under 
therh re... ysyatem? If you do not know it does not matter, 
but would it be substantially more than the 32 per cent 
you showed on an earlier exhibit? 


A. Yes, by that method they would get substantially 


Q. And leaving the rest for statistical division? 

A That is right. 

Q. To go back to these investment accounts that we 
were talking about, you have told me about grading, and 
how grading is common to both passenger and freight. 

What about the other investment accounts, Mr. Liddy? 

COMMISSIONER INNIS: Would grading be divided equally? 

MR. EVANS: I do not know how it would be divided. 
I would not think it would be divided equally. 

Q. How would you, for instance, go about dividing 
grading costs if you wanted to segregate them as between 
passenger and freight? 

Re You mean, Dr. Innis, under Canadian Pacific 
practice? 

COMMISSIONER INNIS: Q. Yes. 
A. We would divide grading in accordance with the 
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gross ton miles in freight Service as compared with the 
gross ton miles in passenger serviee, 

Q. Roughly it would be simply that proporé$ion? 

By That is right. Throughout time there have been 
many, many opinions as to how an expense like that should 
be divided. I think one of the earliest conceptions was 
that perhaps train miles was a g00d yardstick to divide 
this expense. Then they got the idea that perhaps the 
consumption of coal would be a good measuring device, 
consumption of coal representing the energy spent in 
hauling trains. Well, they did not like that so now 
they are down to gross ton miles, and where they will gO 
to-morrow I cannot say. 

Q. The question of speed would not mean that the 
passenger might be entitled to more? Do you need heavier 
grading for the speed involved in passenger trains? 

A. I think that was the idea in the minds of those 
who were advocates of the fuel consumption as the index. 

MR. BRAZIER: Mr. Evans, is Mr. Liddy now 
Speaking of investments or operating expenses? 

MR. EVANS: As you will find in the record, I 
went back to the question of investment accounts, and 
this interjection was a question of Dr. Innis as to how 
they would divide the expenses for grading. 

MR. BRAZIER: There is no doubt he is not speaking 
of the investment account, the segregation of that. 

MR. EVANS: His answer to me had to do with 
the investment account. His answer to Dr. Innis was 
on another subject. 

Q. Having discussed the investment account for 
grading you were about to tell us about the other invest- 
ment accounts in this connection, the division between 


passenger and freight? 


a. A i | By, 7 
 BbbLd ae 
J 1 ~ a =" 
o >i 

ad ddiw beveqmon as eoncgee ¢ 
eetytod 268 . 

Y 9 i ae 
 SAnteeoqona god Lome il stun 9 


| 


a? 
te 


Gd sve ered? oma jesteroaet 


piyorda Fad? eftl oacaacxd om WOOF Od. Be pets 
asw enoltqeonas taeciixes ait to emo in We ei, a 


A 


sbhivib @2, Voltaiiey Suda, c ecw sol tay mee aanersam a 
= ‘ig aG RES Ser ic La » , A “af2 B oe Bs ‘i Shes ei ae -* enwqae #he r s 4 
S0kveh petcvasea bow 3s oS bieow fase Re _ Jamuanon pee 
’ se) A 

2) dese virco es? taitaeserdset fe by te Oktape gga. yy! 
wien be Debt RT for Sih goed gltse: eatiete gitfived i 


on ftilie gait: erate fee Sl ie moe) Reo om fest its! Yad? - u 
1 “=a 4 

cee tiamso 1 woxdamsos Dal 

ae Seat  qeam dom Dimow bec TO AGrg eaigp aah ‘ee od. © ea 

; S “9 ac A —1T 


rate ‘bose itor ag PegrGan fviges sé tdpaat ABT RBG i. 

- ¢ i A - 4 : : : 

: fasiesd soyrewie” ww howtocnh tees ed a2 Betoaas ah 
2 ri “ 


‘ 
ae 3 - sndheh j ay 2 4 ~pegisain ait’ 
SRePeron SS <a | Sn; : ; L034 SPT Wea ahi A ag ‘i . 


eS SR Aes oneontt ceri eas tout atte BOP SV ONE LBW cate 
wm abil cee ene san Ml | ° 4 
Hee ny aru 12 39 fig aoinged oe wedges 
Mins shea sath ih Bait? fiw cay 2k wee ae 2) F: 
CRAs: TRA EIS EL ks PY OD SHEP OF 0d ot Seay 
eared Pp ame de coyseeden. ala, 
“ersis “ih ofl Sopris ee st Hearse ‘ection: ‘adit Py 
fivesna an eiowdt ised on-al ome? .ReSane Caw an, 
reid) yrmetineedase aid . Sioa? BAER ‘pait“Rp ‘- ; 
; i oe OD (a ih at ptemeas a 6 ave ae , i. ae 
Mi acw “a tant a cgaswarie : ies) dnuse osha smielmenetsh ae 
| on iseora mi | 
2a drowns Sar cat oe went ort. sonewoassaeiye ; ; 


<n ne wil srakito “and Sei 100) ML. Gt twosis 2 
wel pitbereee > ae 


~ 16618 - Mr. Liddy 


A. Yes; there are a few exceptions in the other 
investment accounts. 

Q. Such as? 

Bee Such as grain elevators. Grain elevators would 
benall freight. Likewise freight train cars would be all 
freight. Passenger train cars would be all passenger. 

In general, however, if one looks down the list of these 
primary accounts in investment and railway property one 
will be struck by the fact that the vast majority of these 
accounts are common and they do not distinguish between 
freight and passenger service costs. 

Q. Now then, having discussed the investment account 
does the situation that you have described also pertain to 
operating expenses? 

ie Yeo yaipadoes. I should like to refer the 
Commission to the operating accounts which commence --- 

Q. You are now referring to Exhibit 182? 

A. Yes, Exhibit 182, at page 91, and they run over 
as far as page 163. 

Q. The expenses for the year 1948 for the company 
were what? 

A. For the year 1948 railway operating expenses 
of the Canadian Pacific amounted to $326,000,000. The 
details of these expenses by primary accounts are shown 
in the annual report which we make to the Dominion Bureau 
of Statistics and to the Board of Transport Commissioners. 

Q. Have you got a copy or so there that you would 
Like. to» file? 

A. Yes, I have a few copies. 

MR. EVANS: That will be Exhibit 183. 


EXHIBIT NO. 183 -- Report of C.P.R. to 
Dominion Bureau of 
Statistics and Board of 
Transport Commissioners. 
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THE CHAIRMAN: Q. How do you describe it? 

Ay This report is captioned, "Canadian Pacific 
Railway Company annual report to the Dominion Bureau of 
Statistics and to the Board of Transport Commissioners for 
Canada, 1948," 

MR. EVANS: Q. That is the-year 1948 you have? 

A. SEL 

Q. What does that exhibit show, Mr. Liddy? 

A. The Commission will find the operating expenses 
set out in Schedule 17 of this report. The pages in this 
report are not numbered, You will have to look for the 
schedule. 

THE CHAIRMAN: Q. What number did you say? 

A. Schedule 17. In Schedule 17 we have first 
maintenance expenses. The primary accounts in maintenance 
of way and structures are designed to show expenses: of 
maintaining road property devoted to railway operations 
whether such operations pertain to freight or passenger 
pervice® or- boon, 

Q. Pac ipeiqgn, is Le? 

A. 17A deals with maintenance of way. 17B deals 
with maintenance of equipment, and C and D and so on. 

Q. When you refer to schedule 17 you mean 17A? 

A we Dy GU onUe ms 

Q. For the present what are you reading? 

A Lam dealing first with 17A. 

MR. EVANS: @Q. Having said something about the 
primary accounts not being separable between railway and 
passenger as such what are they useful for? 

A, They are useful for management control purposes 
in respect of labour and material items. Lt will be 
noted, for example, that the maintenance of structures 


such as tunnels, subways, bridges, trestles and 
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culverts are shown separately from maintenance of track 
property which includes the cost of renewing ties, rails, 
other track material and ballast, and the labour cost of 
laying such track elements. 

Q. There are separate accounts provided? 

A. Yes. Separate accounts are provided for these 
items, and separate accounts also are provided for the 
maintenance of buildings, Stations, shops and engine 
houses, and many other items of that kind. LG wild be 

readily appreciated that the main objective of such 2 
classification is not to show the cost pertaining to any 
particular service such as passenger and freight service, 
but to provide management with the basic information 
required for efficient operation of the railway property. 

Q. Now then, with regard to maintenance of equipment 
-- you have been talking about maintenance of way -- what 
do the expenses for maintenance of eye nent consist of? 

A, Maintenance of equipment expenses largely fall 
into five items. The first item is shop machinery and 
power plant machinery; second, steam locomotive repairs; 
third, freight train car repairs; fourth, passenger train 
car repairs and fifth, work equipment repairs. Apart from 
the maintenance of freight and passenger cars the remainder 
of maintenance of equipment is common to all transportation 
services. 

Q. Having dealt with maintenance of way expenses 
and maintenance of equipment expenses, what about traffic, 
transportation and general expenses? 

A. A glance down the primary items of traffic, 
transportation and general expenses reveals a similar 
situation exists as for the maintenance accounts. Thus 


the classification as a whole provides for the recording 


titer 0832" gists 


$5. ? 
’ 


wn 


pees 
TK 


re fi 
To... 
iO? 


2 Satiuer a canner SAE vied 2 Ce hae Fi 
odes dT AsnES aie (2 gFielbabe Mthidqot™ \ yee’ cae 
; ? é : 
; 4 a iy * te at 7 
sats etait lg a et oe he eee é 
eit St b ya? id, 942 4 a: oD; ophveqeee ‘pi te siete 
AS iol Wy > ee Sie et es MM ie a Leoed 
satan bat eqitte  sROPSashe pest bitic 1h) coats sia ivEte 
pip EAP os : FL te, ene 9 
a ft at. ped eadh as ots fitiin phe .sosuua’ ” = : 
ghespree = Se ae a A Ped Se eae an ee ee bit, ' 
Sve 10 took eae tha oad! soad! both esegae gti bbe et 
Ser St oer Saree eM ep.) s Sees rey. cea eh Py ore 
He" og! BARES au oe8S> cde wits’ od sone! weeeesee basegs 
Pata a tr af oer , eee ey ee eee 
pies BF . od, Raina tricia cee epebuaie | ede : 
,crvies xt Bae. golvise thhystiaegy’ 
eT ee See aes be oles eee tae: ale 
aelvauwtolat .o ‘tin dnentiaanase sbivera!o? Jad! 
? : z pay oe . :- a. en sae ‘ ; ~- rh 
> =13 ar 1 oe a a » “ey . 's ry Py tt 23 yy j ragtivoey = 
1 : ‘ a1 
NC CO Urn terry, iy ctor : “Y eg \ 
nemgrupe isnswip haa oy 6 : ith’ ,dds wolf: 2 ’ 
ae a gad Ar ee eS (Ae REST Bi. ; ak Pisek “j Bi ) 
7. < ve — ee. oa pes r it DdE aa ih i MHE 37 i rs ise “" oy 
MPa rn ewe disease nee : i ae ; ; eee se .: ? 
“+5 SOERAG: sci $4 . coitelon 40%. saedoqks ahd’ ob 
Oe ee ee et eG Bee ae? ’ ; ‘ 
LET Ntoate Yaasqys mimicy et ihe to oanentihn tam: ‘A 
7 i iu, : af i ; pe es ‘ ery aot ah 4 Pay 
one wien a] tr FONE Sot. eee k oP E ota 
ai UH bi’ : pes f +f ot a}? Shey Re ae cus x a ee Pais nat , 
‘crea oicadl: cigs rom gyerSibiasi dnekq tewod 
FSS AY he Sie ee ood ia axe : She og 2 ee ote . . 
APATY -WOsRS eeag Pi Sr j7T 159 Atext Jiafew? , frit 
en +: my ot ee Pee re era 1 ONT, Brie yee 7 5 
+ r Fry ix 4 4 preys oe ti Wiss OM 4 HE) 5 ‘Syren x Pecqeia Tao q 
*: f Paes sad eS] oa : bir soe Pky : Resa eee Bsfeee | tee ee An a 
wetilenise sat ari fenioesed Hast toa yl gonkasthtem old 
“— . a Sere he 5 : re = j 
oat a4 ea i a ee os ey ar ohhis aay iy - ee as 
its sasgeisiFi ils OF noiiies,.et tO SHRRES to conpnstn an to 
% ‘ uF 
agoiviws 
, — y i fy _ 2a . ae ¥ : 
y ae P a Bt is Mee ari aa ie ye fr ¢ o ae Res Pig i ts 7 ‘ 
SS Bt EW Tidal a Tales ay te siesh ative: if) Gy 
font 
—, ine spit roe of i ase BO Sep ace te A ie aay : a a er ee! 8 ey . 
SEY sod ath (ke HRe Hinge, to osidilientah Bee 
, : , 
ee ey eRe ap eee Z 
Biineges fitensK Sip nw ld eArogsAety 
2 > " j 
ree i ; sor ah, ee Se oat 
vs t 77. oy. ar - ae 4 
eiVieat 6. alts te deem tae: Bret ie te) e) jones Ay de a oT q 
iy 


’ = at Lege? 


. 
ir ~ 
a 


‘ e400 


f] 
ale 
* Re tah 


anitds sot ont 


anny “i ‘edi sudan 7), 


bodet adigbees tts ils 


Telisststst a 


his 
some 


ia aie amaca 4 ay ey . 
sealed Bohs . * peo 5 ve ¥ 
; ; 


Doudies 


sitio wdinaid ‘alaalenanixe’ 
saimige wie: ‘snedtt? oo 


“us 


Ba aces ge 
hae mtaaigh 


ae 


enaitiats i. 
Roe (ten 203 Act 


wy 


i 


7 B 
_ 


} 


- 16621 - Mr, Liddy 


of operating expenses according to the nature of expendi- 
tures irrespective of Whether such expenses result from 
the transportation of agricultural products, mine products, 
domestic or export traffic, carload or Lat, io, Gransoorta= 
tion of property or persons. 

Q. Is it fair to say that the accounting classifi- 
cation was designed for management control purposes, as 
you have called it, rather than for cost accounting pur- 
poses? 

A, Tee; Gute, While the classification segregates 
railway expenses and investments into a large number of 
accounts most of these are necessarily joint or common 
to all operations. 

Q. Now, before we go on, you have been speaking 
about management control. Perhaps that is a term of 
art in the accounting profession. Would you indicate what 
you mean by management control? 

A. Well, take, for example, the cost of coal, 

We purchase the same kind of coal for freight or passenger 
engines, and it is essential for management to have 
Statistics which will indicate whether or not 

the operating man is getting the most number of ton 

miles out of the coal that is consumed in his districu, 
and that the mechanical man will design the most efficient 
engine -- 

THE CHAIRMAN: Q. Will design what? 

A. The most efficient engine. 

MR. EVANS: Q. So what you mean by management 
control is to enable management, as it were, to police 
expenses? 

A. That is essentially the function of the 


elassification. 


Q. Now, having discussed the difficulties of 
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disentangling joint costs and having pointed out that 
the classification does not provide any basis for cost 
accounting purposes, what do you as a practical railway 
accounting officer say about this cost of service prin- 
ciple that has been advocated? 

COMMISSIONER INNIS: You have already submitted 
Some evidence as to the efficiency of your cost system, 
have you not? 

MR. EVANS: The efficiency of the cost system? 

COMMISSIONER INNIS: That is to say, some indi- 
cation as to how closely you can adjust your expenses to 
the traffic? 

MR. EVANS: You are thinking of the extent to 
which costs are variable with traffic? 

COMMISSIONER INNIS: Yes. That is to say, is 
there any way of indicating how efficient your cost system 
is as an instrument of management control? 

MR. EVANS: Perhaps I should get you to put that 
question to the witness, but I am not quite clear as to 
what you have in your mind. What the witness has been 
Saying is that the prime purpose of the accounting 
classification is to provide primarily a method by which 
management can control expenses rather than to get 
into a cost accounting division as between the different 
Senyilees* 

COMMISSIONER INNIS: That is precisely mat I 
was wondering about. Thapeis \toosay; over the yearachas 
your cost system improved as an instrument of control 
or management, or is there any way of indicating whether 
it has become more effective? 

THE WITNESS: Certainly the efficiency of the 
railway has continually improved, Dr. Innis, but I take it 


your question refers particularly to the method of control? 
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COMMISSIONER INNIS: Q. I am thinking simply of 
the over-all efficiency of your cost system. That is to 
Say, I presume you build this up in relation to management 
control, your expenses and so on, and I am only wondering 
whether you were able to check yourself or to appraise the 
efficiency with which you have improved it, and the 
extent to which you have improved it? 

As There are many indices of effionher.cy, and ‘the 
Canadian Pacific has open to it the efrrelencycot 
American railways, that is, does the Canadian Pacific 
maintain its freight cars at a cost comparable or less 
than other railways? Does the Canadian Pacific get 
as many ton miles per pound of coal as other railways 
are getting? Is the Canadian Pacific able to operate 
overtalltas efficiently as ' other railways, that is, is 
its proportion of maintenance of way out of line with the 
proportion of maintenance of way of other railways? Is 
its transportation ratio a reasonable ratio? There are 
many details of that kind, and many officers of the company 
belong to associations of railways in the United States, 
and these associations get together and discuss these 
technical subjects in very minute detail. For example, 
the dining car superintendents get together and they 
talk about the cost of providing a meal and how to cut 
down that cost, and what methods and means they have 
adopted. 

Q. My pant is as a result of this investigation 
and study and so on are you able to show that your varia- 
tions in expenses are much closer towards variations in 
traffic? Do you see what I mean? That is to say, 
what is the general impression of all this machinery you 


are describing, or the effect of it? 


A. You put me in a rather embarrassing position, 
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Dr. Innis, because the Canadian Pacific pelieves 1.46 
fairly efficient. Others say we are efficient, and we 
Seem to have been used as 4 yardstick, and our officers 
tell me when they go to the United States and talk to 
other officers that we have no apology to make for our 
methods. 

Q. I presume that is perhaps an understatement, 
but are you free to say whether your technique has improved 
over the past twenty-five years, or do vyouel ind ithathin 
certtain periods, for example, where traffic is relatively 
Stable, that it is much easier to control? Does it tend 
to get out of hand at definite periods, and what are 
those periods? I don't know whether I make myself clear. 

A. Well, may I say this, Dr. Innis, that we 
release to our operating officers a great deal of infor- 
mation and data along statistical lines that never gets 
up to the stage of an annual report. We are probably 
the foremost in that field of detailed statistical 
because we believe that the place to make the money and 
to make economies is right at point A where the work is 
being done. We issue reams after reams of statistical 
data which goes to these various operating officers. 

We have some 32 officers on the line that operate terri- 

tories, and we give them very minute data comparing this 

month's operation with last month's operation wherein they. 

can see whether or not they have done as well or worse, 

whether their train loading has improved or slipped off. 

I can assure you that these detailed statistics are 

looked at very carefully, and always at the back of an 

operating man's mind is the fact that his recurd will 

show in a blue print to be looked at by superior officers. 
Q. I understand that, but I was more concerned 


about your views on the general trend of efficiency of 
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cost accounting. 

MR. EVANS: Perhaps what you wanted to know was 
whether the system they now have is improved over what 
has been the case. Do you see what Dr. Innis means? 

COMMISSIONER INNIS: That is right. 

MR. EVANS: Q. Has your System improved or 
is it staying static? 

fs I would not want to say it is static. I think 
to-day we are getting statisticians who are perhaps better 
trained in a technical way than what we could obtain 
twenty or thirty years ago. These better trained 
Statisticians are bringing out continually improved 
methods and improved ways to bring out this information 
to the operating man. 

MR. EVANS: Does that answer your question? 

COMMISSIONER INNIS: Yes. 

COMMISSIONER ANGUS: Q. You think it still 
remains safe to say, as has been stated on numerous 
occasions, that railway operations do not lend themselves 
to cost accounting? 

A. Yes. One has only to sit down quietly in an 
armchair and think that over,. Dr. Angus, and he must 
inevitably come to the conclusion that there is no way 
of separating grading, there is no way of separating 
wear and tearrcon iaerail. 

COMMISSIONER INNIS: My concern ws rather with 
the over-all picture as to whether you were improving your 
whole technique and making it possible to get a much 
closer adjustment between expenses and traffic over a 
considerable perlod. 


MR. EVANS: Your question, Dr. Angus, had 


reference to cost accounting -- 


COMMISSIONER ANGUS: Whether improvement in 


ee 
is 


rar 


kK worn oF AedaeK VoE tn i 
bedi qovG hoevasgm ab oved wag ¥ 

. a ity? 
ternem ston xt tee Pee Moe om 


gi » “A y ay oi mor 


pages Bf teat FEMI, TAROT HS ny ve if 


! - . we 
S90 Sevenqm mwateye Byay ast ae eesiaie a ON) si t 
j , 


ee 


Ratéd i ,oteege at $f Yse oF rere gon hein i ‘. 
sodted S4S8TOR are ORM emctotsattate antzeoa ares 8 MbaRd 
fefdo Sivoo ay Safw gedy yew footmaoo? = gt. Pantage,, 
banter hod send? | 29RP BTESY, ug tf aioe . . 
heyorgnt viteuentwaoo geo aed galad ame smofoppade se : Ye 
MOTD BHO Let tilt suo gntad od ‘ayew 2aV aay AWE mere J ms 

H ~ d 


Soul jhe UE = ERO j OW Gal: x uta 8 Sot PA GUA VE Fig | 7 
«29 :ClWKl AAMOLEARMROD . thie 


atyT . «1 : - , cP » OT77551 & Hine 0! _ 
Ditka dt Metis vol wh BUA re BSLMBMOO ; ae ; 


Ae HTSMON io -botede ~aood .ssd -B2 Oe Fs sise eat sates 
eonloanatih bast toa ob -enotsd exsno wen l ss seb amo lesano 
Agatsagogor 2800 af a 
IS fe Wisetup awd he. oF ire 268 on , .a6x iA 1° 
Cen al Das Axon) «SO. evo teat Aptis does .~pedonrres ~ 
‘Maw on nat gtredt-tarie -cotseubadoos sat ad amos. yldsciveant 
: lee hia ot = wee eee 
‘anivatsdse to: vew'oa-et s 95s tae . a. 
& pe 20: Rew oe leds gathers Biv ersqoe me 
& #0, ined fie TBew 
: feet 


sete 
SEI VF HT OTRO KOO... pS. ABMOT aca al afte 


et 
_ 
n 


RON» sr tvougint Rint MOY, eutioan. ot es atadeta Mienxago aii? 


siopn 4.943" @2 aigteucasds. eatdatem .. sh sacameal een 


> “> Br Atevo. Vested Pas it alata iemzeu ibe, *gaghe wh ' 
| 7 


a _sbeited, ehdenope Kp ‘ 


eri cBNeaa , <0 a7ta sou ya : NS At 4 : 
to eensaoe: B00 pa eat 


a 


7) 


NP 


- 16626 - Mr. Liddy 


methods of investigating and so on had gone so far as 
tO overcome).this -- 
MR. EVANS: Oh, I see what you mean, 

Q. Mr. Liddy, what Dr. Angus intended to ask you 
was whether this statistical activity that you have been 
Speaking of has gone far enough to remove the difficulties 
with cost accounting? 

A. No, Sir, ! 

Q. Now, then, I was about to ask you, having regard 
to what you have said about the diriicuity of disentangling 
Joint costs, and how the classification was designed for 
management control purposes, what is your conclusion as 
a practical accounting officer as to the possibility of 


applying the cost of service principle to railway rate 


making? 
A. The cost of service principle from a practical 
accounting standpoint is impossible to apply. The 


problem of disentangling joint costs is one of great 
magnitude and complexity. Any attempt at cost accounting 
would be a most cumbersome and expensive procedure and 
would inevitably involve the allocation of so many items 
on a purely arbitrary basis as to be of little if any 
value. 

Q. Now then, we turn to another subject, Mr. Liddy. 

THE CHAIRMAN: Before you do that we will have 

a few minutes! recess. 


~--Recess. 
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.. UPON RESUMING 


MR. EVANS: When we adjourned, I was about to 
read, my lord, from page 66 of the Company's Brief, Part I, 
the first complete paragraph on the page. It reads as 
follows:- 

"The book records of the investment of 

Canadian Pacific in railway property used in 

transportation service are set forth in Exhibit 

(49) - 49 filed in the 20 Percent Case. They 

Show that after deduction of depreciation, the 

investment in the railway enterprise as of 

December 31, 1947, was $1,001,337,371. It is 

upon such a depreciated investment base as a 

minimum that, in the submission of Canadian 

Pacific, a rate of return should be calculated. 

The rate of return would, of course, have to 

be adjusted from time to time to reflect changing 

economic conditions.” 

Now then, Mr. Liddy, have you any comments to make for the 
information of the Commission in regard to the depreciated 
investment base, so-called? 

A. Yes, the figure of $1,001, 000,000, representing 
the depreciated investment base at December 31, LOT 2 Le 
made up of the gross investment - - 

Q. That is on railway property, you mean? 

A. Gross revenue on the railway property which 
appears on Exhibit 181 and railway working capital less 
the book depreciation reserves. 

COMMISSIONER ANGUS: May I ask one question 
about Exhibit 181 which I am not clear about? If one 


railway buys another railway or acquires it, are the assets 
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taken in at the value they stand in the books of the rail- 
way that is acquired or bought, or are they calculated on 
the basis of the price that is paid? 

A. Well, Dr. Angus, the Canadian Pacific. has. been 
fortunate that it has never had to sell out, but I believe 
for United States railways that if they incorporate another 
railway and buy it, that it is the cost of the investment of 
the first one to devote that property to transportation 
Service that goes into the books, and then they adjust 
their balance sheet between that cost and the purchase 
price. 

Q. And these figures in 181, do they include assets 
of railways which the Canadian Pacific has bought’ 

A. Yes, this is the property. .It includes the 
property, that is, the investment in bridges and ties of 
any railways that we have acquired. 

Q@. And are those included at what they stood in the 
books of the railways which you acquired or were those 
figures adjusted to conform to the price you paid? 

Bs) SOueene thinking now, .I take it, Dr. Angus, of 
some of our leased lines? 

@. Yes, or even lines acquired outright? 

A. Well, if we acquired a line outright, and we had 
the accounts for it, these figures would be the accounts, 
but take our leased lines in which we are leasing a 
property. We have an investment in that leased line of so 
much for stock and so much for bonds, perhaps, and there 
may be outstanding in the hands of the public other stock 


and other bonds and what we have done in those cases where 


we have not had the primary accounts, we have taken the 
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book value of the stocks and bonds into these figures. 

MR. McLEAN: Would that be true of the Ontario 
and Quebec Railway? 

A. We have the accounts of the Ontario and Quebec 
Railway. 

THE CHAIRMAN: That disposes of your leaseholds, 
but it does not seem to cover the cases where you purchased 
outright. Have you ever purchased eutright? 

MR. FRAWLEY: The Coleman North Western was one 
that you did acquire outright. 

A. Well, I take it that the Coleman North Western 
would keep accounts. 

THE CHAIRMAN: What do you suggest? 

A. I would presume they would have kept accounts. 

MR. McLEAN: Well did they? 

A. Well, the question you asked me is did they. 1 
really don't know. 

MR. EVANS: If they kept accounts, what would be 
the way you would reflect the asset value? 

A. We would analyze those accounts and classify 
them in accordance with the accounts on Exhibit 181. 

We now have that property, we now operate that property, 
and we would put the expenditures into ties, Palle, oF 
wherever the expenditures should go. 

Q. So that when you ended, you would have in your 
accounts the cost of that company, of the railway assets 
that had been leased to you or the company? 

Pattee PLebS.. 

COMMISSIONER ANGUS: To make it clearer to sme, 


could this happen? If you acquired a railway and made a 
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advantageous or good purchase, is it possible that the 
figures that would go into this sheet of investment 
figures could exceed the price that you paid for the 
railway? 

A. It might be possible, Dr. Angus, but most of our 
leased lines, so-called, were really built by the Canadian 
Pacific under separate charters, and the charters were ob- 
tained in order that the line might be built. It might. not 
have been possible under the Canadian Pacific charter for 
the Canadian Pacific to have built in a certain area, but 
another railway we had hired might have a charter that 
permitted it to build in that area, and that is the way 
the Canadian Pacific was built up. 

Q. I am not criticizing the practice; I am merely 
trying to find out what the figures represent? 

A. Have I made them clear, Doctor? 

WW: Wess lithink so. 

MR. EVANS: Now, you have been referring to 
this figure of $1,001,000,000. Would you tell the Commission, 
Mr. Liddy, how that figure is arrived at? 

A. The figure of 1,001,000,000, includes an allowance 
of $35 million for stock and materials and Supplies 
required to carry on the company's railway business together 
with an amount of $35 million in cash required for the 
Same purpose. 

Q. That is the working capital. Now then, you add 
that working capital figure, do you, to the investment 
Shown in Exhibit 181 of $1,271,000,000 odd? 

A. Yes, and then get a figure of $3,141,000,000 odd. 

Q. And from that you deduct something? 

A. Yes, we deduct from the latter figure that I have 


mentioned the amount of depreciation that now rests or did 
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rest at December 31, 1947, in our depreciation reserve 
account, namely $340 million. 

Q. That is a round figure you are giving us? 

A. Yeu 

Q. Now then, how is the Sross investment recorded in 
the books of the Company? 

A. As I have already explained, it is recorded in 
detail by primary accounts divided between road, equipment 
and general expenses as shown on Exhibit 181. 

Q. Now, is all that property depreciable? 

A. No, some of this investment is depreciable and some 
Ofat finds non-depreciable. In this connection, Mr. Evans, 
we have followed the Segregation between depreciable and 
non-depreciable property as in effect for railways in the 
United States. 

Q. Well, what are non-depreciable? 

A. Non-depreciable items are such things as land, 
ties, rails, other track material. 

Q. Then, what about bridges and stations and so on? 

A. Bridges, stations, shops, engine house, signals 
and interlockers are classed as depreciable property. 

Q. And equipment? 

A. All equipment is depreciable property. 

Q. Now, would you give the Commission a segregation 
in the acwount as between the depreciable and non-dep.reciable 


property? Take the figure to start with of that 


$1,271,991,0009 
A. Yes, of that figure of $1,271,991,000. the 
depreciable road amounted to $322 million. 


Q. That is a round figure? 
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A. Yes, and depreciable equipment amounted to 
$388 million and non-depreciable road amounted to $561 
million. 

THE CHAIRMAN: That last figure again, please, 
non-depreciable roads - how much? 

BpugeOOl million. 

MR. EVANS: Percentagewise, how does the 
depreciable compare with the non-depreciable property? 

A. The proportion of our gross investment in railway 
property which is depreciable amounted to 55.9% and the 
balance or 44.1% was non-depreciable. The 55.9%, Mr. 
Chairman, is made up of those first two figures I gave 
you of $322 million and $388 million, making $710 million 
out of a total investment of $1,271,009,000 or 55.9%. 

COMMISSIONER INNIS: How do you handle an item 
in which the value has increased or which is appreciable? 

A. That. remains in the books at its Original histori- 
Cols tos tk, 

Q. There is no provision made for any such develop- 
ment which might happen in the cost of land: 

Dn Hopes roo the firm basis is coat. 

MR. EVANS: Now then, Mr. Liddy, you have spoken 
of the figure of $340,653,884 as at December 31, 1947, 
as the amount of book depreciation. Now, what percentage 
does this figure represent of the total railway depreciable 
property? 

A. It represents 47.9% of the total depreciable 
property; in other words, the depreciation reserve 
represents almost ome half of the investment in depreciable 
property. 


Q. Now then, having dealt with depreciable property 
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I would like to turn for a moment to non-depreciable 
property, and in regard to that, which I understand amounts 
to $561 million, what provision is made for the replace- 
ment of this property as it wears out? 

A, Weld, a4 large part “oT "that investment, Mr. Evans, 
represents rails, ties, ballast, grading and the like, which 
comprises the track structure and roadbed. The provision 
made in the accounts in respect of these elements of 
property, is, what is known as "renewal accounting”, 

Q. Now, can you say whether the rigure of $1,272,000, can 
of gross investment represents actual cost or is it more 
or less than actual cost? 

a ES coer Substantially less than actual cost. Unlike 
Carriersein the United States, our Company since its 
inception followed the System of renewal equipment for 
shop and plant machinery and road property up until July 1, 
1942. Renewal accounting, I may say, is a System used 
by English Railways. Under that System when @ unit of 
property is being replaced, that is, torn down, and a new 
unit erected, no increase in property investment would be 
recorded on the books to the extent of the renewal in kind 
even though the current price of labour and materials were 
in excess of the prices at the time the original structure 
was built. 

Q. Now, can you give the Commission an illustration 
of what you mean by that? 

A. Assume a station was built, a frame station, in 
1565, “at $25,000 + 2 

Q. Cost $25,0009 

A.) yes, end in 1905, that statiom was replaced by 


a brick structure, with some improvemennts in it over the 
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Old station, at a cost of $40,000. 

Q@. (Then go ahead. 

A And assume that in 1905 - - 

Q. That is, when the new one was built? 

A Yes, that the old frame station at that time 
could be built at a cost of $35,000. 

Q. Thenyrassuming):all that, what takes place in the 
books? 

A. The original investment - ~ 

Q. That is $25,0002 

A. Remains in the books. The cost of the replacement 
in kind - - 

Q. That is $35,000? 

A. Yes, that is charged out to expenses. 

Q. Then, what about the difference between the cost 
of replacement in kind of $35,000 and the cost of the 
building that you actually put up of $40,000 - that is 
$5,000? 

A. That $5,000, that betterment, is added to the 
investment account. 

Q. Then, would it be true to say, that the new 
Station would be recorded in the books at the original 
cost plus the betterment, that is $30,000 although it 
cost $40,000? 

A. That is right, that is an understatement of 
$10,000. That is an understatement of 33 Lf 36s 

Q. Now, have there been many of those cases? 

A. Yes, that system of renewal sccounting has applied 
throughout our history up to July 1, W942, and would 
affect all the accounting in respect oof property that has 


been renewed. 
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Q. I suppose some of these facilities have Shorter 
life, and have been renewed two or three times since they 
were originally built? 

A. Yes, they have been renewed two or three times, 
in which case, Mr. Evans, the understatement of cost would 
tend to pyramid. 

COMMISSIONER INNIS: Are there any stations which 
have been built in 1885 still in use? 

A. I do not know of any one, but there may be a few, 
Sir. But I know of some stations that have been renewed 
three times. 

THE CHAIRMAN: In that period of years, you mean? 

Ant Yeesgo str: 

MR. EVANS: Well then, does this Same matter of 
understatement of cost apply to all fixed assets in the 
road property of the company? 

A. Yes, Mrs Evans, 

Q. Is it possible to ascertain the understateme nt 
of investment in regard to that practice in connectiom with 
read property? 

A. Not the sum total of the understatement below 
actual cost. That is not possible to determine short o:f 
an actual complete inventory, but certainly the amount its 
substantial, Mr. Evans. 

MR. McLEAN: This is the $200 million, isn't it<? 

A. I have not mentioned $200 million. 

MR. EVANS: Now then, have you any comments to 
make in regard to the deduction for depreciation, that iS, 
the figure of $340 million to arrive at the investment 
basis of $1,001,000,000? 


A. Yes, the amount of depreciation deducted from our 
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investment base 9f $1,001,000,000 at December 31, 1947, 
amounted to $340 million. Now, I have set down in my 
notes here, a tabulation as to how that figure has been 
built up. 

Q. Will you give those please, Mr. Liddy? 

A. Well, credits made to the reserve for charges made 
to working expenses DPYri0r to the adoption of depreciation 
accounting amounted to $54 million. 

wee Tat ls what percentage of the reserve? 

Ave What Ls 16% ‘of the veserye . 

Q. Next? 

A. Secondly, special appropriations from profit and 
loss and minor adjustments made at and since the time of 
the adoption of depreciation accounting amounted to 
$164 million. 

Q. That is another round figure? 

ne Yes, Sir, or 482. 

Q. Now the next? 

A. Charges to working expenses less retirals since 
the adoption of depreciation accounting amounted to 
$122 million or 36% of the total reserve. 

Q. That means that since depreciation accounting and 
after deducting the returns and the accrual to the reserve, 
the cost of $122 million or 36% has been met by charges | 
to working expenses? 

eo = ne ee rent 

Q. And the balance is made up of these appropriations 
and credits you have Spoken of? 

rey Ves. sir 

Q@. Now, Mr. Liddy, when did the Canadian Pacific 


undertake depreciation accounting? 
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A. For inland steamships, depreciation accounting 
commenced January 1, 1934. 

THE CHAIRMAN: When was that? 

A. January 1, 1934. For rolling stack January 1, 
1940, and for road property July 1, 1942. 

MR. EVANS: How about for income tax purposes? 

A. For income tax purposes, Mr. Evans, we had records 
extending back to the year 1920, and in 1948 it was decided 
to bring the railway depreciation reserves into line with and 
into agreement with the income tax records. 

Q@. What was the effect of that: 

A. While the Canadian Pacific only commenced deprecia- 
tion accounting in recent years, the effect of the credits 
and special appropriations which I have mentioned has 
produced a depreciation reserve which represents a substan- 
taal proportion of depreciable investment and of gross 
investment. 

Q. Now then, having regard to these statements you 
have made, and the understatement of investment and low 
cost, substantial adjustments and transfers to build up 
the depreciation reserve, what have you to say as to the 
depreciative book investment base of $1,001,000,000 as of 
December 31, 19472 

MR. MacPHERSON: That is the very point I have 
raised before, Mr. Chairman, that there is involved in 
this, I submit, more than the innocent question that has 
been asked, and I say that for this reason. I repeat 
what I have said before, that before the Board of 
Transport Commissioners my friends sought to establish 
a rate based on these same figures that he is now putting 


to the witness, and thought that they had established a rate 
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bases on which a rate return would be granted. The Board 

of Transport Commissioners did not accept that, and, 

as indicated, the Board of Transport Commissioners praceeded 
on the basis of requirements. We had argued for 
requirements, not on the basis of the formula that had been 
used, but we had argued as against the rate base. 

Now, the question that has been put to the witness 
now, is a question which will secure information as to the 
desirability of establishing a rate basis based entirely 
on book figures without regard whatever to prudent in- 
vestment or any of these other ingredients that we submit, 
and we would argue without entering into the question, 
that is to say, the question as put, and the answer as 
received, may very well form the basis for the contention 
that mere book figures unsubstantiated in any way, mere 
book figures as produced here would be sufficient to 


establish a rate basis. 


(Page 16640 follows) 
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MR EVANS: I would like to say this much about 
it, sir, that mere book figures have been accepted by the 
Interstate Commerce Commission. They started out on 2 
Study of replacement cost, and for meny years they went on 
a replacement cost rate base; they have now gone to 2 book 
cost rate base, My friends have referred to our failure 
to establish prudent investment. Now, my friends very 
well know that the cases in the United States where that 
has been very largely discussed make it quite clear that 
the onus lies on him who Suggests that the investment is 
not prudent to establish that it is not prudent, end that 
prima facie evidence of a rote base is regularly and 
usually accepted from the books of the company. Now, I 
have nothing further to say. If the Commission feels that 
my friend's objection is sound,’ FE ‘do not=<- | 

MR SMITH: Mey I be allowed to Say something at 
this point, my lord? 

THE CHAIRMAN: Yes. 

ME OMITH s+ L think Ate isss. vital pointaert I.00 
assert very strenuously that the position taken by my 
friend as to the imerican practice is not correct. On this 
question there was evidence adduced in the 20% Case, and 
also argument by Mr, Priest, an American counsellor, on the 
question of rate base and the practice of the Interstate 
Commerce Commission, and it was asserted there that the 
mere proof of the investment cost as disclosed in the 
books constituted the minimum rate base, and it wes said 
that that basis was the one established by decisions of the 
Supreme Court of the United States. I went to assert most 
strenuously, my lord, that that is not the position of the 
American courts, The position under the American Constitu- 
tion, as I reed it, is that the amendments to the Constitu- 


tion provide, in what are known as the due process provi- 
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sions) that property cannot be taken from @ person by 
legislation of a state without payment, without compensa - 
tion. So in the case of Smyth v. Ames, which is 9 case 
of 1898, the Supreme Court of the United States laid down 
the rule that in considering the action of 2 regulatory 
body of a state the public utility should be entitled to 
8 fair return. Now, there was 3 great divergence of 
opinion as to the views expressed in that case in 1898, 
and the upshot of the decisions in the Unitea States was, 
in the case of Hope v. Federel Power Commission, in 1944 , 
where the basis of the Judgment of the reguletory body in 
the state was that of original cost based on prudent 
investment, or, as it was called in the Act, legitimate 
cost, and the Court decided that a body, a regulatory 
body, could accept any principle for the basis POL Fire 
a rate base if it wes not confiscatory, and in that case 


*there is no approval of accepting a book value as such. 


the casevin “the Supreme Court of the United States was not 
on the question of proof; it was proof by book cost or ony 
other cost. It said that latitude is allowed to the 
Commission, or to the regulatory body in the States, to 
eccept any method which is not confiscatory. 

Now, of course we have not in Canada such a 
restriction on the power of the legislature as provided 
in the emendments, which I think ere the seventh and the 
fourteenth amendments to the Constitution dealing with due 
process, But what was done in thot case before the body 
that dealt with it, the regulatory body in the state before 
the time of the Interstate Commerce Commission, was that 
the legitimate cost was taken, and it is true that the 
Starting point was the investment cost as shown by the 
books, but the evidence shows, by the report In the Inter = 


State Commerce Commission, that there were much more on this 
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point than the mere book value. This question is dealt 
with at length in Mr. MacPherson's ergument in the 20% 
Case. But what I do protest against at this time is 3 
statement by railway counsel that they proved a rate base 
in the 20% Case which would be sccepted in the United 
States. I say that is far from the actual truth. 

MR FRAWLEY: My lord, might I eddress myself to 
what I think is a practical aspect of this matter? I find 
nothing in your lordship's Commission which requires you to 
make any report upon the advisability of railway require- 
ments being satisfied on the basis of o rate of return on 
a reve pesew 1 find. nothing Specifically in sub-paragraph 
(ay) 

THE CHAIRMAN: We were directed to provide 
guidance to the Board in their revision of freight rates, 
for instance, but by legislation. 

MR FRAWLEY: "To review the Railway Act with 
respect to such matters as guidance to the Board in 
general freight rate revisions, ..." 

What I was going to ssy was--- 

THE CHAIRMAN: I think if you go on you will see 
that it is by way of amendments to legislation. 

MR FRAWLEY: " . . . and recommend such amendments 

therein as may appear to them to be advisable." 
What I was going to say, my lord, was, assume that there 
was a particular directive to the Board to deal with the 
matter of freight rates; what is the practicsl--- 

THE CHAIRMAN: Do you mean the Board? 

MR FRAWLEY: ASsume that there was 2 directive, 

8 Special directive, to this Commission to consider the 
matter of rate base as such; I put it to you, my lord, what 
is the practical value of the kind of evidence which Mr. 


Evens is now seeking from the witness? I associate myself 
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wholly with what Mr. Smith has to say, that the railwey 
did not in the 20% Case establish o rate bese. We were 
Surprised that they should attempt to do that, having 
based their case on requirements, but during the case, 

in any event as it seemed to us, they shifted their ground 
and they then attempted to prove a rate base. We 
challenged it, and your lordship will see from the repory 
of the Board thet their Exhibit 49-49 was not accepted as 
8 rate base, and the Board Says so in just so many words; 
but that fe*noev-<2- 

THE CHAIRMAN: What did the Board say? 

MR FRAWLEY: There are two or three peragraphs 
on rate base sand rate of return, and I want to conclude 
with just one paragraph, where the Board gets to its 
deelsiony “After reviewing whet Exhibit 49-49 said, or 
what Exhibit 49-49 attempted to say, the Board says: 

"Counsel for Saskatchewan has directed attention 

to the fact that the rate base figure submitted by the 
Canadian Pacific ineludes therein items given to the 
Company by Canada totalling $170,000,000. While 

this may be counterbalanced by the $200,000,000 under- 
Statement of investment as claimed by the railway, 

yet it indicates to me that the Board cannot accept 
Exhibit 49-49 for 9 wate base determination. I am 
not suggesting that tshe company's books do not 
correctly reflect its investment position from 3 cor- 
porate standpoint. Tmere may be advantages in being 
able to accept the star:tements of the company and dis- 
edvantages, from the sttandpoint of 311 parties, in 
making a rate base detetrmination by other means. 
However I do not believee that such considerations 
Justify me in determinin'g without further evidence and 


investigation that the imivestments have been prudently 
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made, and that the revenues have been sufficiently 
accounted for. Notwithstanding, therefore, the very 
able and learned arguments advanced by counsel for 
the Canadian Pacific Railway end notwithstanding the 
evidence of the learned experts, I accept the argu- 
ments advenced for the Province of Saskatchewan and 
the Meritime Trensportetion Commission that much more 
evidence than thet sdduced will be necessary to 
Justify this Board in deciding thet from this exhibit 
and the evidence in its support a rate base had been 
established for the purposes of dealing with this 
application." 

Now, that was what the Bosrd ssid about the 
evidence in the 20% Case, where we Spent days and days 
and weeks on this exhibit. For my friend to come in now 
and attempt by these few simple questions to establish the 
rate base is to my mind an untenable position. 

But thet is not why I got up to address the 
Commission. I say, my lord, that if the Canadian PacLiic 
Railwey wants a rate base, wants 9 rate of return on its 
rate base, let them go to the regulatory body end put in 
what they think is 9 rate base. We will be there to 
challenge them. 

MR EVANS: You certeinly will. 

MR FRAWLEY: We will indeed be there to challenge 
them, to make them show thet it was all prudently invested, 
to make them show that it is there now and used in useful 
assets; and without those two fundesental principles there 
can be no rete base established. So I am merely eddressing 
myself now to the question--- 

THE CHAIRMAN: You say there can be no rate base 
established? 

MR FRAWLEY: Unless those things ere proved; 
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there can be no rate base established unless those things 
are proved. 

THE CHAIRMAN: What then would you have recourse 
to as 3a method? 

MR FRAWLEY: They could carry on as they have 
Since 1920; they just prove their requirements -- so much 
for dividends, so much for fixed cherges and so much for 
surplus. They do now. There is to be 2 judgment to- 
morrow that we don't know anything about, but es far as 
we know they certainly cannot proceed on the basis of a 
rate base, 

But the point I was simply seeking to meke now 
was the futility of this kind of evidence to this Commis- 
Sion. If the Canadian Pacific Railway hes decided now, 
after thirty years, that they wont to present their rate 
increase cases to the Board on a rate base, let them do 
it. Whet is the object of coming to this Commission end 
seying, "We want to establish a rate base"? This Board 
is not giving them any freight rate increase. 

Now, I say that in all seriousness, that we sre 
taking up 2 lot of time unnecessarily. Let them go to 
the regulatory body and attempt to prove a rate base. We 
will be there to see that it is properly put in es far 
as we can; but it seems to me, sir, that to try to do it 
now, to try to ergue to this Commission now that this is 
e rate base, is futile. How can this Commission decide 

eny such matter es that? And why does Mr. pyepe 
core? Why does Mr. Evans went to establish his rate 
base to this Commission? ‘This Commission is raot giving 
him ea rate of return on it. 

MR MACPHERSON: My lord, there is just one 
thing I would like to add relative to the American 


cases thet have been citedi or referred to by my friend 
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Mr. Smith. These, of course, are all reported, but when 
you go particularly to the early decisions, the Hope cease, 
the Natural Pipeline case, you see in what measure the 
Federal Power Commission in the United States hed a whole 
battery of accountants and engineers and independent 
experts of their own who went into it most carefully and 
checked vouchers and eccounts and everything else -- 3 
Situation thst does not exist 2h. Simidap——— 

MR EVANS: I will be gled if my friend would 
give e reference to the case where the Federal Power Com- 
mission went in sand checked vouchers. I would be very 
interested in that case. 

MR MACPHERSON: TI will be very glad to give my 
friend the informetion. I haven't it here, but I will be 
@lad to get the informotion and give it to him. 

THE CHAIRMAN: Mr. MocPherson and Mr. Frawley, 
we must remember that the C.P.R. in its brief at page 64 
mede a certain Statement, which is conteined in tour pars= 
graphs. They say, to begin with, that they submit that 
in order thet rates be just end reasonable to the reilway 
the general level of rates should be such as to provide oan 
equitable return on the investment in railwey property 
used in transportation Service. Now, thst is what they 
ere contending for. I won't read all the rest, but in the 
last of their peregraphs they point out thet 31l this 
could be done without eny amendment to the Act at all; 
that is, it is open to the Board today if they like to 
esteblish that means of fixing freight rates. MThen they 
Sey if that seems to be the best method of dealing with 
Such cases, the determination of the investment in such 
property end the rate of return sare matters which should 
properly be left to the Board of Trensport Commissioners. 


Mr. Evans tells us then that the Boserd can do these things 
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today without eny smendment. You Say the Board hes not 
been proceeding on that method so far, 

MR FRAWLEY: They have not been proceeding on 
that. 

THE CHAIRMAN: Mr. MccPherson says the same 
thing. Well, I can only construe, then, the C.P.R.'s 
request to us is that we do provide by amendments to the 
Act that this shall be the basis for fixing freight rates 
in the future. 

MR FRAWLEY: That would be a reversal of the 
Statement, surely, on page 64, where it is Submitted that 
no amendment is necessary to the Railway Act to apply the 
principle. 

THE CHAIRMAN: No, no, thot is not a reversal. 
He Says today the Board is free, and no amendment is 
necessary to give the Board this power; the Board has it. 
But you tell me that the Board hos not followed this 
method. Mr. Evans says the Board--- . 

MR FRAWLEY: Perhoeps I should edd, there was 
never any application to the Board on that basis, sir. 

THE CHAIRMAN: Thot may very well be. NOW ei E 1 
understend Mr. Evans, he means thet hereefter the Bosrd 
Should be compelled to follow this method; he wants this 
method established 2s the proper one. Am I exaggerating 
what you are asking? 

MR EVANS: Well, I had not esked for any amend- 
ment to require the Board--- 

THE CHAIRMAN: I know you haven't, but you were 
asking us here to hold that the proper method of establish- 
ing a base is the one that you say here. 

MR EVANS: Yes. 

THE CHAIRMAN: An equitable return on the invest- 
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MR EVANS: Yes. 

THE CHAIRMAN: Now, thet is 5 method which the 
Board so far hes not followed. 

MR EVANS: Well, I would not agree with that 
Statement at 911. 

THE CHAIRMAN: You Say they followed it? 

MR EVANS: They heve followed it in other cases, 
yes. 

THE CHAIRMAN: Well, it is a very serious 
State if we cannot have a more definite statement agreed 
upon, aS to es matter which is continually going on before 
the Board, the method of fixing rates, if we have today, 
after all these years, one set of counsel saying the 
Board has followed one method, snd another set saying the 
Boerd has followed another method. 

MR FRAWLEY: Surely that can be settled instant- 
ly. The Board of Transport Commissioners may heave 
followed it in telephone cases, in tramway cases -- I 
don't know -- but not in railway cases. 

THE CHAIRMAN: We ere talking of reilway cases. 

MR FRAWLEY: Mr. Evans is not saying that they 
have ever allowed s rate of return on a rate base in 2 
steam railway case. I say they never have. Mr. Evans is 
not disagrecing with that. 

MR MACPHERSON: There is no disagreement at ell. 

MR FRAWLEY: There is no disagreement, 

THE CHAIRMAN: What do you say now, Mr. Evens? 

MR EVANS: I say exactly as I said before, sir, 
that they have applied the historical cost or investment 
rate base principle in other cases. I did not say reilway 
cases, 

THE CHAIRMAN: Oh, well! 

MR EVANS: Ottawa Eleotric Reilwey and B. C. 
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Telephone. 

THE CHAIRMAN: You are, then, asking us to re- 
commend that in future they should teke your basis? 

MR EVANS: I did not ask for that, aie. et sii. 

THE CHAIRMAN: Well, if you are not esking for 
anything, you should not have any evidence before us. You 
must be asking for something, 

MR FRAWLEY: That is exactly the point. 

MR EVANS: May I have 2 word? 

MR MACPHERSON: Thet was my reason, seeing, as I 
thought I saw, where this was leading. That was why I 
raised the objection sat the start. 

THE CHAIRMAN: Well, I must take the brief as 
it is, The brief is there. It hes not been 
challenged es being improperly there so fer, and the 
brief does ask us in four different paragraphs, or allege 
tO Us, that. the proper wey to fix a basis is the one 
that they set out here, the besis of a fair return on the 
investment in railway property used in transportation ser- 
vice. Apparently I gather now, Mr. Evans, thet thet basis 
has not so far been followed by the Board in railway cases. 

. MR EVANS: NS mp eee See 

THE CHAIRMAN: Good. But you think that in the 
future it ought to be? 

MR EVANS: I think so, yes. 

THE CHAIRMAN: And you say thet no emendment to 
the Act is required to give the Boerd power; they have 
that power. Now, do you want us to go so far as to provide 
by law that they must follow this besis in future? 

MR EVANS: No, sir. Mey I say what I think the 
relevancy is? 

THE CHAIRMAN: Yes. 

MR EWANS: It is not s fundamental part of my 
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cese thet this Commission would ask that the Roilway Act 
be emended to provide for this, but I do not think that in 
eny generel submission which goes to the root of the trans- 
portation problem in this country this Commission could 
have en understanding of it without knowing this problem 
of rete of return. It is necessary to understand it in 
order to determine, for exemple, what are just end reason- 
able rates, Now, I am not going to fight with my friends. 
They are terribly sensitive ebout this. You would think 
there was some trouble Going to come of it. It is only 
thet if the Commission wants it I em quite prepared to 
offer it; ifthe Commission does not went it. EZ have nothing 
Furiher to.gay. » 11 thought it would be informative and 
helpful, end I think it goes to the root of the problem of 
the railway in this country. My friends Shudder and they 
get to their feet and they shout end they clamour as soon 
8S investment rate is mentioned -- beceuse, I Suggest, they 
ére afraid thot we are not getting en adequate return end 
they ere efroid that it mey cost them a little bit to have 
thet investment base approved, 

THE CHAIRMAN: I take it, then, that you now ore 
Showing or trying to show thet you have the proper material 
to establish the facts which would make this a proper bese, 

MR EVANS: Yes. Now may I say one other thing, 
Sir? There hos been en awful clamour here. I have not 
raised objections to the relevance of a lot of the evidence; 
I could heve done so. There has been e terrifie clamour 
about Other Income, Now, this is one way of solving Other 
Income, end, as you will recall, in some of my cross- 
examinations, end I think Mr. Covert slso elicited in cross- 
examination sdmissions from the accounting witnesses for 
the provinces that if you were going to take in Other Income 


from these outside other then reilway operations, you also 
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had to take in the investment. Now, if it is fundamental 
to this Commission's consideration thet they should hear 
from the provinces as to whether Other Income should be 
excluded or included, then it seems to me it is inevitable 
thet the Commission has to know where that leeds you in 
the matter of railway rates, because if you take in this 
Other Income without going for a return on the investment 
represented by the assets that produce that Other Income, 
then you are going to distort the reilway retes downward, 
end provide no return to the compeny on the investment 

in those properties. 

Now, I would have thought, end I would most 
wermly submit, thet the Commission would find it inform- 
avives if they do not, I have nothing to say. 

THE CHAIRMAN: Well, we are about to edjourn now 
for lunch. In the meantime we cen think these things over, 
end, Mr. Covert, perhaps you will heave something to say 
to us this efternoon,. 

MR COVERT: Yes, 

THE CHAIRMAN: We will not go ony further just 
now. The point, then, is whether this evidence is of any 
velue to the Commission, having regard to the work we have 
underteken,. 


——— = = 


---The Commission adjourned at 1:00 p.m., to meet egein 
et 2:45 p.m. 
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Tuesday, February 28, 1950. 
AFTERNOON SESSION 


$. J. W. LIDDY, recalled: 
Examination by Mr.Evans resumed 
ey EVANS resumed 


THE CHAIRMAN: Before we proceed, Mr. Evans, is 
there anything more to be said about the matter which was 
under discussion before we adjourned? You are going on 
to give us these figures? 

MR. EVANS: I am almost through, Mr. Chairman. 
I have just a few questions left. 

THE CHAIRMAN: Are those objections still being 
pursued, Mr. MacPherson? 

MR. MacPHERSON: The last question that was put 
was the one to which I objected, and to which I still 
object. 

THE CHAIRMAN: You are referring to some 
particular question? 

MR. MacPHERSON: I refer to the last question 
which was asked of Mr. Liddy. 

THE CHAIRMAN: What was that? 

MR, EVANS: It had to do with his comment in 
regard to what he had said, that is, what was his opinion 
as to the net depreciated book investment of one billion 
two million as a rate base. That was the question which 
was objected to. 

THE CHAIRMAN: The situation seems to be this: 
you have set out there on page 64 your preference for 
certain base rates with respect to freight rate structure. 

MR. EVANS: Yes. 

THE CHAIRMAN: And you say, however, that the 
Board now has full and sufficient power to adopt those 
bases, if the Board wants to? 


MR. EVANS: Yes. 
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THE CHAIRMAN: We have been told, as we went 
along, on different occasions, when counsel for one interest 
Said so and so, then counsel for another interest would 
say: The Board can do this now. 

Do you think this is sufficient answer? I thought 
the purpose was to ask us to recommend that the Railway Act 
provide for this particular basis to be set up. What of 
that, if you would leave it all With the Board anyhow? 

Mr. Frawley has asked us on several occasions to 
make recommendations to the Board which the Board might be 
inclined to adopt. Is that your submission here? 

MR. EVANS: No, sir. I am merely being informa-~ 
tive. And if the Commission thinks I am not being informa- 
tive, then I have nothing to say. 

THE CHAIRMAN: Well, if you are just being 
informative, I think the information you are giving us 
throws a light on the question of rate making, upon uniform 
accounting, for instance, and as to how your institution 
does dispose of these things -- and probably the Canadian 
National does the same thing, I do not know. 

But I think this information would be informative 
to us for our general purposes, and I do not see why it. 
Should be excluded, having regard, then,. to the fact that 
Mr. EVans says that he is not asking us to propose any 
amendment to the law curtailing the present powers of the 
Board in selecting its own method of erecting a freight 
rate structure. Is that clear? 

MR. FRAWLEY: Then why does my friend want an 
answer to his question? What is this one billion two? 
He is still talking about a principle and about the | 
advisability of the rate base method; and I do not think 
he needs to have an answer with respect to this particular 


sum of one billion two million. 
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THE CHAIRMAN: If we were deciding any issue, 
Mr. Frawley, then I coulda understand your objection; but 
we are not. That is not the case. This is not a case in 
&@ court. 

We are having certain information offered to us. 
You yourself, Mr. Frawley, have offered us a lot which we 
were glad to have. But we are not asked to do anything 
with it. 

MR. FRAWLEY: Well then, Mr, Chairman, should it 
be in the records of this Commission that today a witness 
established $1 billion 2 million as a rate base for the 
Canadian Pacific Railway? I say it should not: 

THE CHAIRMAN: We are not taking it as establishing 
anything at all. 

MR. FRAWLEY: But that is just what Mr. Evans is 
doing. He is establishing 1 billion 2 million as his rate 
base. 

THE CHAIRMAN: Not at all. Do you mean to say 
that Mr. Evans could go next week and establish his rate 
base by simply referring back to what he did here today? 

MR, FRAWLEY: Uline, le could not do ite But 
I do not know what he might do. 

THE CHAIRMAN: What is being said both by you 
and Mr. Evans and by myself is all going into the record. 
We are just taking these figures in an informative way 
for what they are, and we do not consider that they are 
establishing anything in particular. 

MR. FRAWLEY: This witness is saying now -- or 
will now say in @ moment if he is allowed to: this is an 
established rate base. 

THE CHAIRMAN: He says this is what they put 
forward and think an established rate base ought to be. 


But that does not establish anything. 
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MR, FRAWLEY: Of course it does not. 

THE CHAIRMAN: But subject to that -- 

MR. FRAWLEY: I submit that we must have time to 
meet the proposition, if we are going into a rate base of 
$1 billion 2 million, and that we should have the oppor-= 
tunity to bring in witnesses. 

THE CHAIRMAN: What would you argue for? 

MR. FRAWLEY: That a lot of things have not been 
proved by simply offering the balance sheet of the Canadian 
Pacific Railway Company. 

THE CHAIRMAN: That is quite right; and as I have 
told you, we are taking all subject to that; that is, we 
are not taking these figures as proving anything. 

MR. FRAWLEY: Anything? 

THE CHAIRMAN: No. 

MR. FRAWLEY: Then why offer them, even? 

THE CHAIRMAN: They would be informative to us 
because they would show how the Canadian Pacific does its 
accounting. 

MR. FRAWLEY: Oh no, not this figure. Rather, 
how it calculates its rate base. 

THE CHAIRMAN: Yes; but it does not establish 
anything; that is the way I look at it. 

MR. MacPHERSON: My lord, merely for the purpose 
of being informed I would like to quote to your lordship 
and to the Commission from 264 I.C.C. at page 723, from 
a case that has been cited before. It is Ex Parte 162. 

THE CHAIRMAN: Remember now you are dealing with 
the decision of a body which had to adjudicate in these 
matters. What did they have to say? 

MR. MacPHERSON: 

"As we said in St. Paul and Puget Sound Accounts, 
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all students of railroad economics are well aware 
of the fact that, prior to 1907, when the Com~ 
mission was given real power to control such 
matters, the accounts of carriers in many cases 
were influenced more by other considerations than 
by & desire to reflect the actual facts. 
And in our annual report to Congress for 1908, we 
referred to - 

the well-known facts that no court, no commission, 

or accountant, or financial writer would for a 

moment consider that the present balance sheet 

statement purporting to give the ‘cost of 

property' suggests, even in & remote degree, a 

reliable measure either of the money invested or 

of present value.” 

THE CHAIRMAN: You are putting that on the 

record. There it is. 

MR. MacPHERSON: And the judgment then goes on 

to say: 

"Since adoption and use of the prescribed uniform 
system of accounts the force of these criticisms has 
been lessened, particularly as to property acquired 
or constructed after 1907, but as to the older 
portions of the railroad properties, the criticism 
remains valid to a considerable degree." 


THE CHAIRMAN: Has anybody else anything to say? 


(Page 16660 follows) 
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MR. EVANS: Well, I was going to say I have only 
two or three more questions, and I am quite content to leave 
it. ; 

THE CHAIRMAN: Would you care to say anything, 

Mr. Covert ? 

MR. COVERT: Well, my lord, it seems to me one 
of the principal considerations that the Commission has to 
consider is whether or not they would determine a rate base, 
and it semms to me that the answer to that, I submit, would 
probably be no. 

THE CHAIRMAN: We are not being asked to determine 
a rate base. 

MR. COVERT: No, and the second thing it would 
Seem to me, Mr. Chairman, is that you must be interested 
in the disuussion of the principle. I would think you 
would be, and I think there probably should be a full 
discussion of that principle. Whether or not we receive 
figures and how much time we Spend on receiving figures, 
would depend on whether or not they would be informative 
as Mr. Evans said; I would use the word exemplary. 
Perhaps they might want to use these figures to show as 
an example what would happen, what would be the difference 
if a rate base was used and if they went on the basis 
that they have been in the past of financial requirements. 

I think all these things are of interest to the 
Commission, and especially if there are only two or three 
more questions, it would be better to Spend more time 
in this way, and the Commission can do as it feels. 

THE CHAIRMAN: Well, I think you had better go 
on, Mr. Evans. If we find it necessary to deal with this 


question in a report, we would be at pains to point these 
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things out. 

MR. EVANS: If I were trying to establish a rate 
base today, I would not be using 1947 figures. I am merely 
putting this forward to establish the principle, and I 
would like to refer the Commission, since my friends have 
been so active in this matter, to the argument: of Mr. 

A. J. G. Priest, in the 20 Percent Case. Now, the whole 
issue, as far as rate base and returns can be found in: 
that argument. In my respectful submission it is an artistic 
and complete and very clear exposition of the whole prin- 
ciple. It reviews the United States cases, and my friends 
can say that I have mistated it, but the cases are there 
and they are discussed, and I should like to give the 
Commission a reference to that argument. It begins at page 
3959 of the Transcript in the 20 Percent Case, and it ends 
at page 4035. There is about 80 pages of this in the 
argument in chief, and in reply even less, page 4680 te 
page 4705. It is really quite short, but there is the law 
as Mr. Priest presented it to the Board, and the cases 

are referred to and what the cases decided, and, as far as 
I am concerned, I am quite content to leave the subject. 

MR. MacPHERSON: My lord, I think Mr. Evans has 
Siven you the citation as to Mr. Priest's argument on this, 
and probably, while it is a much inferior argument, I might 
give a reference to my own argument in reply which will be 
found in the same 20 Percent Case Prom page 4536 on, and it 
deals with the problem as we ae esas the provinces, and 
I need only add, that the view that we submitted in that 
connection was, as has already been indicated, accepted 
by the Board of Transport Commissioners on the argument. 

MR. EVANS: I would say no, because you made the 


Suggestion, that you could not have a rate base without an 
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estimate of value or at least Mr. Smith did. 

MR. SMITH: That is not correct - unequivocably 
not ‘correct. 

THE CHAIRMAN: Well, I want to assure you all that 
your guns are carrying blank cartridges just now. 

MR. EVANS: I will go on with another Subject, if 
your lordship pleases. Mr. Liddy, at page 109 of the Canadian 
Pacific Submission, I am going to read paragraph 56 of the 
outline submission: - 

"There is already a substantial degree of 
uniformity in accounting methods and statistical 
procedure as between Canadian National and Canadian 
Pacific. Both companies adhere closely to the 
accounting classification of the Interstate 
Commerce Commission. As provided for in the 
Railway Act and in the Statistics Act, the rail- 
ways in Canada submit annual reports, on prescribed 
forms, to the Board of Transport Commissioners and 
the Dominion Bureau of Statistics, furnishing 
details of their accounts and statistics of 
their operations. Many periodic and other reports 
are also submitted to the Board and to the 
Bureau." 

Now, Mr. Liddy, what is your view as to whether uniformity 
in accounting for Canadian railways can be achieved? 

A. Since there is already a considerable degree of 
uniformity existing, I believe the obstales to complete 
uniformity in accounting and statistical procedure could be 
Overcome in a reasonable time or largely overcome to the 
extent warranted. There are some difficulties and some 


differences of opinion, but the advantages of a uniform 
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procedure are, in my view, worth the time and effort to 
achieve. It will be realized, of course, that whatever the 
degree of uniformity which may be achieved in accounting, 
there will always remain fundamental differences between 
railways which preclude exact comparisons being made. 

Q. What, in your opinion, would be the first step 
towards obtaining uniformity in accounting? 

A. I think the first step is to adopt a uniform classi- 
fication suitable for Canadian railways. 

Q. What general considerations would you think should 
be applied in adopting that uniform classification? 

A. First, I believe the classification should be 
designed to show the financial result of coniuctingailway 
transportation as is prescribed for United States railways 
by the Interstate Commerce Commission. 

Q. Anything else? 

A. Yes, I believe the Canadian classification should 
follow the same principles of accounting as are embodie q 
in the Interstate Commerce Commission classification, and 
that depreciation accounting should be applied to the 
Same classes of property in Canada as are prescribed for 
United States carriers. 

Q. Now, what else have you to say on that? 

A. I believe the details of the classification should 
be designed to permit ready comparisons of significant 
primary accounts being made between Canadian and United States 
railroads’: 

Q. Could there be any simplification in your view? 

A. Yes, I believe the same simple classification of 
accounts should be attempted for use in Canada that presently 


prevails for Class 1 carriers in the United States. 
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Q. Can you Say why you believe that? 

A. The incidence of a large number of individual 
accounts means, in many instances, that payroll and material 
charges are required to be analyzed minutely in order to 
Segregate the charges for the requirements of such a classi- 
fication. This requires not only the work of clerks in the 
accounting offices, but also much time of railway employees 
out on the lines in filling out forms. The Simplification 
to be attempted, however, should in my view, not go beyond 
consolidating all individual Interstate Commerce Commission 
primary accounts and only when worthwhile results can be 
achieved. 

Q. Now, we have been talking before about the segre - 
gation of passenger and freight accounts. Have you anything 
to say in this connection on uniformity about that question? 

A. Yes, I consider the Interstate Commerce Commission 
practice of requiring carriers to keep Segregated freight 
and passenger accounts, is , in my view, an unnecessary 
requirement for Canadian railways. 

Q. Are there any other considerations that you think 
Should be borne in mind in discussing this question of 
uniform classifications? 

A. I believe one Single classification of accounts in 
Canada should be prescribed for all Canadian railways rather 
than the separate or condensed classifications which are in 
effect for the smaller railways in the United States. 

THE CHAIRMAN: Would you pardon me a moment? Does 
what you are Suggesting. now, mean, a departure from present 
practice in Canada, because, you see, that paragraph in the 
Brief says that "Both companies adhere closely to the 


accounting classification of the Interstate Commerce Commission"? 
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that is what is going on now? 

i OVER, Sir. 

Q. You seem to think that Ought to be changed? 

A. We have not got equal uniformity in accounting in 
Canada. 

Q@. Well, the Brief says that there is "a substantial 
degree"? 

A, That i8 right. 

Q. And then it goes on to say that both companies 
adhere closely to the accounting classification of the 
Interstate Commerce Commission? 

A, Yes, sir. 

Q. Now, bearing those two statements in mind, what 
have you to say? 

A. Well, I would like to bring the "closely" a little 
closer, sir. If that were done, I think we could achieve 
a greater degree of uniformity in Canada without hurting 
anyone 

Q. You mean closer to the Interstate Commerce Commission? 
That is where the word "closely" is used - "both companies 
adhere closely to the accounting classification of the 
Interstate Commerce Commission"? 

A. Yes. 

Q. I thought you said a little while ago that there 
are certain portions of that system which you think it is 
not desirable to adopt in Canada? 

A. Not in respect of the classification, sir, except 
I think it is perhaps a little too elaborate for Canada, but 
in respect of the principles of the Interstate Commerce 
Commission classifications, I think they are sound. They 


have been developed in that country since regulation started. 


(womens od om Tagine G2 sgeit iwi ol! 
s) it jatamae att 4 rere tit eee ov so ov 4 a Ah@ 


. : 
| i / " mn a Jetses sz. 
n p ’ 


| ( Py 4 z 
j pbb diay. "at Breseltti kar aie be cee esti, sow a .c at 


| thie ight af sat 6A r% con 
| 
ee . i 
vires \ titeetto panei. | CLUE ceed: et pis ViEk. Cory fy See £ wrod Sag 4, 
Ay Ea val esrb eer h> gx Newer sileee eisieee: oedube” 
rater sachin eon etatatodtixt 


pera: (a6 re 


- > f 
viet Botan ak adtcortitey ean? seeds gricsed wor” & ie : 
7 . ¢ , : . - 
‘ tye os wey, Svar : | 

; 7 

t ‘ mr : Bt Ea ape 

E99 F1 % 8 ee). saidead? ot ext iow Ef fow 1A 4 1” 
} © : $ } : 
* aT ge -Bilgon sw. HREAS 1 cont Geter ada ae eeeto . 
nas ined. Quddikty shea tad. shite Pine: ter meeeed Toss ete Ss 

- 7 7 4 : 
- Snoynar " 

haere OV eowsmered atkyan ach. sf8 oF veeod) assa-uRt iD 


-* ° 
- SrrAmemes Aiad'-- hone £f) etaaste" beew of! edtedte at yanT 


7 


\ 


7 
| , 
ey hedeot tea be! 2itteom ‘elt oF gleeolo-.sxedha ; | 
. : ee set ‘Synod Ss ereumet! e¢eteretal 
i. . ee saeY. A. 
ie wit ome st hie govt: 5y ee, OE: toraoods I 2 oe 

Bh Thi Nese wen te Chee: tine bmepey tt: “Ete siolurbg til avian ote i” 

ees ‘qane of eldertash: en 
oe Pike? giles st POPE eae Lo: ois Bt cl —* cs, art 

apt Bohs 18 09: mavens foes cage er wii iy ici +1- weed} ED 


it} >; 


“3 i 5 Hawn: ose ynsith Mise 


3 sink sotsteuaten s0intbn sais 
re we Set af © See a ’ 7 : 


- 16666 - Mr. Liddy 


I am in the hands of counsel, but I think it goes away 
back to 1888, and there has been the advantage that it 
has been reviewed by a large number of railways and the 
Interstate Commerce Commission and a lot of State Commissions 
so that I would urge that the principles of accounting of 
the Interstate Commerce Commission classification be not 
departed from if at all possible. 

Q. But that is only in regard to classification? 

A. Well "classification" includes principles. 

Q. It is a great deal of the whole problem? 

UD doa Lae le am 

Q. Now, may I ask you - I think this would be a useful 
time to ask it - having regard to that paragraph (d) of 
Section 2 of the Order-in-Council it would be well to know 
now whether we can expect any contention on that. We are 
asked to review the present -day accounting methods (that is 
what we are doing now) and the statistical procedure of 
the railways in Canada, and to report upon the advisability 
of adopting measures conducive to uniformity in such 
accounts. So far, it seems to me that everybody has been 
favourable to the principle of uniformity in accounting. 
Is that right, or an I wrong there? 

MR. MacPHERSON: That is correct. 


THE CHAIRMAN: Then, go on, Mr. Evans. 
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MR EVANS; Well, I might Just say this, that, 
as your lordship will remember, we rather point in the 
brief to the danger of thinking that you are going to get 
the kind of complete comparability in theresults merely 
by uniform accounting. I think we point that out, but in 
principle we are not Opposed in eny way to uniform 


accounting, But there are some qualifications to the 


detail that I am going to ask the witness about now, that 
may be helpful. 

THE CHAIRMAN: May I ask, then, is the Canadian 
National also agreeable to the uniform accounting prin- 
ciple? Is that so? 

MR O'DONNELL: Yes, we sre, my lord, and I think 
we can even--- 

THE CHAIRMAN: I sm not talking about detoils. 

MR O'DONNELL: No, no. I think we go a little 
further, though, than our friends do, and our submission is 
quite detailed in the brief. 

THE CHAIRMAN: All right. Go on, Mr. Evans. 

MR EVANS: I might say that I thought perhaps 
when your lordship began to discuss this subject you 
intended to ssk me to say whether I thought the Reilway Act 
required amendment. 

THE CHAIRMAN: No. That may turn up later, 

MR EVANS: I am prepared to discuss that et any 
time, 

Q. Now, in the general considerations in regard to 
Canadian classification of accounts, I suppose the sub ject 
of depreciation has been mentioned; would you like to 
elaborate on the subject of depreciation in connection with 
the uniform classification? 

A. Yes. I think, in view of the adventages of the 


user method of deprecistion, and of the overwhelming weight 
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of expert opinion given in evidence in the recent rate 
cases in support of that method, if this Commission feels-- 

MR MCLEAN: I do not think the witness has any 
right to argue. This is argument. 

THE CHAIRMAN: Well, the witness talks sbout 
the overwhelming weight of evidence; of course, you can 
cross-examine sbout that. 

MR EVANS: There is 3 great disposition today, my 
lord, to find my friends in a sort of claque behind us, 
laughing and Joking and passing remarks, I do not usually 
react to those things, but I think there is & Limit.° I 
think I have been very much more patient than my friends 
with interjections. 

THE CHAIRMAN: Go on, Mr. Evans. 

MR EVANS: Q. You were going to elaborate on the 
espect of depreciation in connection with uniform classi- 
fication? 

A. Yes. I was saying that if this Commission 
feels that it should make eny recommendation as to the 
method of depreciation to be followed by Canadian railways, 
it should recommend either that the user method be adopted 
or that any Canadian railway should have the option of 
adopting that method. 

Q. Now, when Mr. Kent of British Columbia was giving 
his evidence there was some implication thet the user basis: 
of depreciation rather tended to reflect replacement cost, 
although he did say in his cross-examination that it did 
not necessarily involve eny element of replacement cost. 
Now, what comment have you to make es to whether the user 
basis does or does not involve elements of replscement cost? 

A. I cannot see where there should be any room for 
doubt on this point. Throughout the recent freight rate 


cases it was explained many times that our user basis of 
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depreciation only provided and was only designed to pro- 
vide for the recovery of the cost less salvage of assets 
being depreciated, Meny exhibits also were submitted 
testing our user rates on this basis, and on Exhibit 144 

in the 21% Case, in reply to a questionnaire of the Board, 
it was clearly stated that the first factor in the calcula- 
tions wos that the cost of the assets included in each of 
the various classes of depreciable property was determined, 

MR EVANS: The Commission will fina references 

to the evidence, if they desire it, in volume 746, pages 

3363 -- that is before the Board -- 3375, 3376 and 3383, 

volume 747 at pages 3470, 3471, 3474 and 3520, and volume 
749 at page 4163, on thet question. 

Q. Now, have there been any recent developments in 
respect of depreciation in the railroad field, Mr. Liddy? 
A. Yes. The Interstate Commerce Commission has 

recently been considering the sdoption of depreciation 
accounting for assets presently classified as non- 
depreciable, such as ties, rails ond other track material. 
They have now issued a proposed order which has been cir- 
culated to the railroads for consideration. In this order 
the Commission states -- and T quote: 

"The depreciation charges for ties, rails and 
other track material might be based either on the 
straight line method or on some basis made to corres- 
pond with units of use rather than time." 

I point to the fact that this order Shows that the Inter- 
State Commerce Commission is interested in the user method 
of depreciation for the items of road property to which I 
have referred, 

MR FRAWLEY: Could Mr. Liddy give us the number of 

that order? 


THE CHAIRMAN: You refer to certain items -- ties, 
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rails and so on, which I understand hitherto have not 
been considered depreciable, 

MR EVANS: Yes. 

THE CHAIRMAN: Have they been so considered in 
the United States? 

MR EVANS: They have been on renewal accounting 
there, the same as they sre here, Snaenes tentative order 
seyrdeeisnnot'’s final order <x the Commission has invited 
the railways to express their views on the question of 
depreciation eccounting for these assets. I think we are 
Zoing to file a CODY Or i that. 

Q. You were intending to file s copy of that order, 
were you not? 

A. Yes, we will file one in the course--- 

Q. Yes; you sare going to discuss it fen 38 minute? 

A. Yes, sir. 

THE CHAIRMAN: By the way, have the railways 
expressed any opinions on this order? 

MR EVANS: Q. Mr. Liddy, do you know whether they 
have expressed any views on this order? 

A, Well, it is now circulated for the railways to 
discuss, and the procedure with the Interstate Commerce 
Commission is that after Such proposed orders have had a4 
chance to get out snd be considered they form 2 committee 
and then they interview the Interstate Commerce Commission 


officers and they discuss the pros and cons, and they may 


find that this order is acceptable. Now, heretofore I might 


Say that this question of depreciation of ties and rails 
and other track material has come up, but the railways! 
chief objection--- 
THE CHAIRMAN: Q. Has come up in Caneda? 
A. No; in the United States, 
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A. The chief objection to it, sir, has been that 
the reilways did not feel that Straight line depreciation 
was realistic in respect of the renewal of ties and rails, 
and did not put their income account on a realistic basis. 
To have in a tremendous period of traffic volume the same 
expenditure appearing in the income account as for another 
year in which traffic volume was in the depths say of the 
depression, was entirely unreal and unrealistic. Now, the 
Interstate Commerce Commission have shown a Willingness in 
this proposed order to look at this situation from the 
point of view of en index that will reflect the volume of 
treffic moving up and down, end I cannot Say what the re- 
action of the railways is going to be at this stage, but--- 

Q. It is too early yet? 

A. Too carly yet, Yes, ‘sir. 

COMMISSIONER ANGUS: Q. Are any other parties 
ordinerily included in these discussions? Does the Inter- 
State Commerce Commission discuss the proposals with the 
public or the state governments, for instance? 

A. I think some of the discussions are quite wide. 
A lot of these subjects are discussed even in an open forum 
at some of the conventions, where almost anybody can come, 
Personally my knowledge of that phase is limited, sir. 
Our Comptroller was President of the American Railway 
Association, Accounting Officers Branch, two or three years 
8g0, and he has been the one who has kept in touch with 
matters of this kind, 

MR EVANS: I would have no doubt that if somebody 
asked to be heard on this question the Interstate Commerce 
Commission would hear him. I heve no doubt of that at all, 
but I do not know of any actual case. 

Q. Now, on this uniform classification, would you 


Give really a summary of your views, Mr, Liddy? 
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I believe the Canadian classification should, 
first, be designed for conditions in Canada; secondly, it 
Should be such as to attain uniformity in accounting to 
the extent possible for trailway transportation services; 
and, thirdly, it should permit ready comparisons to be 
made with similar operations existing in the United States. 

Q. Now, have you any views as to how we can progress 
this matter, bring it forward? 

A. I would think, Subject to the recommendations of 
this Commission on the broad principles to be followed, 
that the classification should be developed under the 
authority of the Board of Transport Commissioners, In the 
United States, as I said s few minutes ego, the Interstate 
Commerce Commission and the railway accounting officers 
have got together over the years, and the existing classi- 
fication is se reflection of the views of the Commission end 
of the railway accounting officers. I believe a similor 
procedure should be followed in Canada. 

Q. What you sre Saying there is that it needs the 
combined experience of railway officers and the experience 
of the regulatory tribunal to decide on what should or 
Should not go into this uniform classification? 

A. That is exactly what I am Sseying, sir, 

Q. Now I would like to pess for a moment to the 
question of the express business in relation to sccounting. © 
I understand that in the United States no railway company 
is engaged in express business, and I also understand that 
the express business is conducted by whst is known as the 
Railway Express Agency, end that money orders, travellers'! 
cheques and those activities ore handled by the American 
Express Company. Do you know if there is any separate 
classification of accounts for such companies? 


A, Yes, there is a separate classification in the 
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United States for express companies. I was not able to 
obtain any extra copies, but I have my own with me. This 
classification is entitled "Uniform System of Accounts 
for Express Companies, Prescribed by the Interstate 
Commerce Commission in accordance with section 20 of the 
Act to Regulate Commerce," 

Q. When was it effective? 

A, This classification was effective in 1914 -- 
July 1, 1914. 

Q. Now, about communication Services, is there a 
Separate classification for that in the United States? 

A. Yes, there is a separate classification. Such 
companies report to the Federal Communication Commission, 
and I have a few copies--- 

THE CHAIRMAN: Q. You are filing this as an ex- 
hibit? 

in LOS, 

MR EVANS: Exhibit 184, if your lordship pleases. 
Unfortunately we have not too many copies. Nothing really 
turns on it; it is merely informative. 

---EXHIBIT 184: Uniform System of Accounts for 
_—”—~—~CS:—“‘“<iézé VU SS Companies, prescribed 
by the I.C.C. in accordance with 
sec.2cO of the Act to Regulate 
Commerce. 

MR EVANS: Q. While we are on the subject of com - 
munications, what are the important companies that are 
engaged in commercial communicetions operations in the 
United States? 

A. For many years two large communication systems 
handled practically all the business in that country. 
These were the Postal Telegraphs, Incorporated, and Western 
Union TePgraph Company. 

Q. They were merged, were they not? 


A. Yes, they were merged about six years ago; in 
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1943, as 9 matter of fact, they were--- 

Q. What is the gross revenue reported by that 
merged company in 1947, just to give an example of the 
business done? 

A. $207,000,000 was the gross revenue of that 
merged company. 

Q. Now, have you any knowledge as to what extent, if 
any, the eccounts of the United States railways reflect 
commercial communications revenue? 

A. Yes, I have. In 1947 the total railway operating 
revenues of all class 1 line haul railways in the United 
States were $8,685,000,000, 

Q. And what proportion of thot--- 

A. Of which only $3,000,000 pertained to telegraph 
and telephone revenue. By .the way, Mr. Evens, that is, 
3/100 of one per cent of the railway accounts represent 
telegraph and telephone revenue. 

Q. How does that in significance compsre with the 
Sross revenue of the communications company from commercial 
telegraphs? 

.. The significance of telegraph and telephone revenue 
8s 3 factor in United States railway accounts may be judged 
by comparing the $3,000,000 with the gross revenue of 
$207 ,000,000 for the Western Union. 

Q. Now, coming to the Canadian side of the border for 
a moment, do€¢s the Canadian Pacific Express Company file 
8 separate annual report with the Board of Transport Com- 
missioners and the Dominion Bureau of Statistics? 

A. Yes, it does. All companies doing express busi- 
ness in Canada are required to do so. These reports to 
the Dominion Bureau of Statistics and to the Board of 
Transport Commissioners in turn form the basis for the 


annual publication which is issued by the Dominion Govern- 
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Q. Have you e copy of that? 
A. Yes. ILI would like to file this as an exhibit. 
MR EVANS: That is Exhibit 185. 


EXHIBIT 185: Express Statistics for 1948 
(Dominion Bureau of Statistics). 


THE CHAIRMAN: What is Exhibit 185? 

MR EVANS: Exhibit 185 is, Government of Canada, 
Express Statistics for 1948; thet is 3 publication of the 
Dominion Bureau of Statistics. What the witness has said 
is that these reports that sre made--- 

THE CHAIRMAN: You Say express? 

MR EVANS: Express, yes. The reports that are 
made by the express company form the basis on which 
this report is founded. 

THE CHAIRMAN: For what year? 

MR EVANS: The one I am filing is 1943. It is 
only to show the nature of the material filed with the 


Bureau and the Board, 


(Page 16678 follows) 


is oa 
ie vane ‘ 


of \. are é £04 P| eit 


“si br la di ae 
ae tee neddtagae sh atl 
* seca 


Pr, 


eaPtE Le" ‘eet 6 atate 2 owteyiia 96 wh =: | 
ee eraRtesncie SOmrUey 49 Wy Fh 0 We ees a4, i. 

1 J i eh ea ean 
7 _SRGE orat sit dee: deni mance huie Le LA 
: 


aFoi¥i"). "Le: is Vista! Hayao os afe ! inna eRe i 
‘ . 
; - vw) (Lee 

okt ae onetgao Caner i¢ oar tes eth Hotselinse: paorqad aie 7 
 peaetguaredardie sadeeew. weeideneaees austen apemawod : 
om ~& SiR. GS ceo hepageaale hacen Br = 
Tey a . = 

' a] * in 
Ca 


; pn oe ee a 
A we a ee a A: wee ee «Pie i 
roy ehsecs =i) ores -s21 tae go eg GS oF <2. . eh a fil 
: ‘ ‘ 


v 


stn ot etek Sat ied yadda eesigna Bae ee iebem «_ 


| . he pobhainotoes Ioge aide’ ak oo 
7 4 Piatt + 7 

) ‘ aa ie 
g ; Teeayy cdi uyeneT .  MAMATARO ERP. ae 
~ * = a ° 
sts) fatinnhiie ws: 2 eno gAe 7eAve He ie on 
; p 7 ae tee i 2 . Mus 


) He iwePekla [beesi es ota seuseit-eey wore .of- Yio ~ 


» aereee b ent cbs neste: a 
. 


HH 


- 16678 - Mr, Liddy 


Now then, does the Canadian Patific, file a 
Separate report for its communications services? 

A. Yes. It files a separate report with the Board 
and with the Dominion Bureau of Statistics, 

In the case of telegraph companies, the Dominion 
Bureau of Statistics also issues an annual publication. 

I have here, for the purposes of filing as an 
exhibit, a copy of the latest issue. It is entitled, 
"Telegraph and Cable Statistics for 1948," 

Q. That is also a Dominion Bureau of Statistics 
publication? 
A W642 stirs 

MR. EVANS: That will be Exhibit 186. 

EXHIBIT 186: Filed by : Copy of - Telegraph 
Mr, Evans: and Cable Statistics 
for 1948, 

THE CHAIRMAN: What is it? 

MR. EVANS: Exhibit 186 is a Dominion Bureau 
of Statistics publication entitled, "Telegraph and Cable 
Statistics for 1948," 

THE CHAIRMAN: Just telegraph and cable? 

MR. EVANS: Yes. 

MR. EVANS: Q. Now then, in view of what you 
have said as to the practice of having, in the United States, 
&@ different classification of accounts, and the practice in 
Canada of having separate reports for express companies and 
communications and telegraph companies, what comment have 
you to make as to the proposals which have been made to 
this Commission in regard to the integration in the railway 
accounts of the activities of the express company and the 
communications department of the Canadian Pacific? 

A. I do not think it is either necessary or 
desirable. In fact, I would be strongly opposed to it. 
Q. And could you tell the Commission why? 
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THE CHAIRMAN: Strongly opposed to what? 

MR. EVANS: Opposed to the integration in the 
railway accounts of the activities of the express company 
and the communications department of the Canadian Pacific; 
and the witness has just said that he would be strongly 
opposed to it. 

THE CHAIRMAN: Yes, 

THE WITNESS: I take that position mainly because 
integration of these services in the railway accounts would 
only present unnecessary complications. 

MR. EVANS: Yes? 

A. And I take that position also because telegraph 
rates and express rates bear no necessary relationship to 
freight and passenger rates. 

For example, in questions relating to the proper 
level of telegraph rates, one would take into account the 
investment in communication facilities and the revenues and 
expenses of conducting communication services. 

Q@. Is that also true of express services? 

A. Yes. In the case of the express company, 
investment in fecilities, and the revenue and expenses 
in connection with conducting express services need to be 
separated in determining the level of express rates. 

So far as the carriage of express on the railway 
is concerned, as the accounts are now kept, there is a very 
simple arrangement under the contract with the express 
company. 

Q. Yes, and what is that arrangement? 

A. The express company pays to the railway company 
the amount of its net revenue from express traffic for 
the privilege of having its express carried on the railway. 

If the entire operations of the express company 


were integrated with the railway company's accounts, it 
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would become necessary, in determining adjustments in the 
level of either express rates or freight and passenger 

rates, to separate these in some way, as they are now 
Separated. In the result, nothing would be gained by 
integration of these accounts, and a lot of new complications 
would come into being. 

COMMISSIONER INNIS: Do all the returns from 
these services go into "other income"? | 

MR. EVANS: No. The express revenue, as the 
witness has just said, from the carriage of express, after 
payment of expenses of the express company within its 
organization, is paid to the railway, and is reflected in 
the railway accounts. 

MR. EVANS: Q. Perhaps Mr. Liddy would go on 
and explain what happens to the balance of any revenue 
Which the express company gets. 

A. In answer to Dr, Innis, I would refer to the 
Canadian Pacific Express Company for the year 1948, and to 
the figures Which are contained in exhibit 185, 

The Canadian Pacific Express Company had gross 
revenue from operation of $21,800,000 odd. 

Q. What page does that appear on? 

A. That is page 2 of Exhibit 185. 

Q. Yes. That is the figure at the bottom of the 
second column, $21,802,824? 

A. That is right. 

Now, the express company paid to the railway 
$7,716,000 odd in order to have its express parcels, and 
so forth, carried over the railway. 

Q. Is that the figure in Table 3, Income Account, 
Second item? 

A. That is right. 

Q. Thet is the second item in Table 3, $7,716,254? 
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A. Yes. And now, after having made that payment to 
the railway, the Canadian Pacific Express Company had left 
Over the sum of $14,086,000; and it had Operating expenses 
of $13,825,000; that is, a ratio of operating expenses to 
revenue of 98.1 per cent. 

Q@. Is that 98.1 per cent correct in relation to 


$14 million of revenue, or have I missed something? 


A. No. The relationship is $14 million odd to 
$13 million odd. 

Q@. I am sorry, yes. 

A. The $7 million is already in the railway account. 

Q. I see, yes. That is, the ratio of operating 
expenses to operating revenues == those are the two items 
under that heading in the second column of Table 3; and 
the ratio is 98.1 per cent? 

A. 98.1 per cent is the ratio. 

COMMISSIONER INNIS: Q. You probably will 
remember in the Life of Van Horne", he refers to the 
beginning of this policy; and the first question he asked, 
when he became manager, was: What has been done with 
these side issues? And they pointed out that they were — 
still in the hands of the railroad. And then he said that 
in the United States the cream had been taken off, and 
they had to get along there with the skimmed milk. 

I suppose his policy of reserving the cream is 
reflected in the railway account? 

A. Yes, and the fact that the express company pays 
to the railway all its net brings into the railway accounts 
all the cream that there is available. 

Q. And the same would be true of your Pullmans? 

A. That is right. We operate our own sleeping cars. 


mrMR. EVANS: Q. Perhaps there is this dis- 


tinction. I am sure the witness will correct me if I am 
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wrong. 

In the case of the express company, it is a 
Separate corporation. But in the case of the sleeping cars, 
it is a separate department of the railway. 

COMMISSIONER INNIS: Q. And in the United States, 
would it be a separate thing? 

MR. EVANS: That is not true now. I understand 
that the Federal Government brought an action under their 
combines legislation in the United States and divided the 


pullman company, and made them deprive themselves of certain 


interests. The result is that today, as I understand aay 
& great many railway companies have bought their own cars 
and operate their own services. 

MR. EVANS: Q. Do you know about that, Mr. Liddy? 

A. No, not in any particular detail. 

COMMISSIONER ANGUS: Q. The express company pays 
to the railway $7,716,254. Is that as a result of shipping 
their things at ordinary rates? 

Ale Noy ety: That is all the net they have, 

If you will look at the figures on Exhibit 185, 
you will see that after paying $7,700,000 odd, and meeting 
their expenses, and after taking into consideration some 
earnings they had from financial paper and other operations, 
they come down to the end result, that it tapers off to 
near zero, ; 

Q. I understand that. But how is the amount of 


$7,716,254 determined? 
A. That is determined by the express company keeping 


& separate transportation department, whereby they turn 
Over all of the net of that transportation department after 


they have met their expenses. 
Q.. Olives. 


MR. EVANS: Q. To clear this up: the express 
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company has other sources of revenue, 

I know that you are not the accounting officer 
for the express company, Mr. Liddy, but perhaps you could 
tell us what those other sources are, and how they are 
treated in the accounts? 

A, They have some revenue from financial paper 
operations, such as money orders, C.O.D. orders; and they 
carry on cartage operations. 

In addition, they have some small investments of 
their own which bring them in a small amount of income ; 
and they also own some Canadian Pacific Railway Company 
stock. 

Q. And what happens to the earnings from those 
sources? 

A. The earnings from those sources are not taken into 
the Canadian Pacific Railway accounts, because they are not 
railway operation; but they are taken into our "other 
income", either in the form of direct payments, or in the 
form of dividends or disbursements to the Canadian Pacific 
Railway. 

Q. Yes. Now, turning to page 116 of Part I of the 
brief, we again return to this matter of the order or ; 
the Interstate Commerce Commission;: and the paragraph which 
I want to read --« 

THE ChAIRMAN: You say page 116? 

MR. EVANS: Yes. 

THE CHAIRMAN: Whereabouts is it? 

MR. EVANS: It is the middle paragraph between 
the two single-spaced paragraphs of the outline sub- 
mission. And I read: 

"Recently the Interstate Commerce Commission 

and the railroads have commenced studying the matter 


of applying depreciation accounting to track structure 
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and the Commission's Bureau of Accounts has proposed 

that consideration be given to the 'production! (or 

'user') method of accruing such depreciation." 

THE CHAIRMAN: That is what we heard about before. 
MR. EVANS: Yes, that is what we heard about 
before; and I was going to ask Mr. Liddy if he would be 
able to file a copy of that order of the Interstate Com-~- 
merce Commission? 
THE WITNESS: Yes. I have copies, Mr. Evans. 
That is a proposed order. 
MR. EVANS: Q. Yes, a proposed order. This is 
&@ photostatic copy, is it? 
A. Yes. This is a photostatic copy. 
MR. EVANS: Yes. And this will be Exhibit 
NO LOG 
EXHIBIT No, 187: Filed by : Photostatic copy 
Mr. Evans: of proposed order of 
Interstate Com-~ 
merce Commission. 
MR. EVANS: Q. Do you consider that the track 
elements of ties, rails, and other track material which 
are covered by that order are subject to depreciation? 

A. Yes. They do depreciate. 

Q. Would you have any objection to applying 
depreciation accounting to these items, if the United 
States carriers were to adopt it? 

A. No. I would have no objection, provided there 
was & sound method developed for carrying it out. 

Q. Yes? 

A. My own view is that depreciation, allocated on 
the basis of use, would be a sound method. 

THE CHAIRMAN: That would be a second step? 
MR. EVANS: Yes. 
THE CHAIRMAN: I think you based your question 
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on "if the United States railways adopt it"? 

MR. EVANS: Yes. 

THE CHAIRMAN: But Suppose they do not. What 
would be your view? 

MR. EVANS: Q, Perhaps Mr. Liddy might answer 
that question? 

A. I think in Canada there is a great deal to be said 
for keeping a fair comparability as to accounting between 
the Canadian and the United States railroads. 

Q. You would not want to have depreciation of assets 
in Canada which was not applicable in the United States? 

A, Theat is. richt, 

THE CHAIRMAN: All right. 
MR. EVANS: Q. I want to read quite a few pages 
of the following submission before T ask you about-it, I 
shall begin to read at page 116, as follows: 
"OUTLINE SUBMISSION 
'60. One of the principal Objects of a deprecia~ 
tion system is to charge currently against income 
an appropriate proportion of the cost of property 
and equipment used in producing transportation 
Service. The user method, by directly relating 
the depreciation charge to the use made of the 
property and equipment, achieves this Object. 
The resulting net income in periods both of 
high and of low traffic volume is in the opinion 
of Canadian Pacific more realistically stated 
than if the straight line method were used.'!" 
And then there is a paragraph referring to the definition 
of the American Institute of Accountants. I shall read it 
although it has been read before. It reads this way, and 


it appears on page 117: 
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"'Depreciation accounting is a system of accounting 
which aims to distribute the cost or other basic 
value of tangible capitel assets, less salvage, 
(if any) over the estimated useful life of the 
unit (which may be a group of assets) in a 
Systematic and rational manner. It is a process 
of allocation, not of valuation. Depreciation 
for the year is the portion of the total charge 
under such a system that is allocated to the year. 
Although the allocation may properly take into 
account occurrences during the year, it is not 7 
intended to be a measurement of the effect of all 
such occurrences.' 

During the recent hearings before the Board of 
Transport Commissioners in the 21% Cease, the fore« 
going definition was placed in evidence by Mr. Js Grant 
Glassco, partner in the well-known firm of Clarkson, 
Gordon and Company, an auditor of the Bank of Canada 
and the Industrial Development Bank, whose outstanding 
position in the Canadian Accounting field is Widely 
recognized. There is a clear distinction made in it 
between the accounting process of allocating accruals 
to a particular year and the physical fact of 
depreciation itself. 

Cenadian Pacific submits that the ‘user! method, 
by directly relating the depreciation charge to the 
use made of the property and equipment, is ' a 
systematic and rational! method of allocation. 

Mr. Kent, accounting witness for British Columbia, 
agreed that both the user method and the straight 

line method complied with the above definition. (See 
transcript of 20% Case, p. 3222). Mr. Kent previously 


at pages 3220-1 had accepted the definition put 
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forward by Mr. Glassco. 

The resulting net income in periods both of 

high and of low traffic volume is, in the opinion of 

Canadian Pacific more realistically stated than if the 

straight-line method were Used, “In tris regard, 

while the Interstate Commerce Commission has so far 
prescribed the ‘straight-line? depreciation method 
for United States roads, it is informative to note 
some of the considerations involved in formulating 

its decision, set forth in its report, dated July 28, 

1931, (No. 15100 Depreciation Charges of Steam Railroad 

Companies - 177 I.C.C. 351), as follows: 

P. 413 = 'The straight-line method has the merit of 
Simplicity and ease of practical application and 
that is no doubt why it has so generally been 
used. ! 

P., 414 = 'Where use is the controlling factor, it 
would be theoretically correct to measure 
depreciation in units of use rather than time, 
However, measurement in units of time may be 
sufficiently accurate unless there is marked 
instability in conditions of use.! 

P, 432 = 'In findings 2 and 3, service life ana 
depreciation charges have been defined in terms 
of time rather than use. As has been indicated 
in the prior general discussion, however, if 
the carriers can develop a practicable plan in 
the case of any class of property for measuring 
depreciation in units of use rather than time, 
the opportunity should be open to present such 
& plan to us for approval. Findings 2 and 35 
therefore, should not be construed to deny this 
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opportunity.' 
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There is no doubt that the finding of a ‘user! 
formula uniformly applicable to Several hundred 
railroads, Operating under varying conditions, would 
have complicated the Commission's task and delayed 
its findings and that it took the most practical 


course available. 


(Page 16694 follows) 
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"Significantly, however, its decision was 
made without prejudice to a ‘user! formula’ 
being submitted for approval on a subsequent 
occasion", 

THE CHAIRMAN: You see, there, Mr. Evans, the 
Commission says that:- 

",..if the carriers can develop a practi- 

eablé plan in thé cage 6f any class of property..." ? 

MR. EVANS: Yes. 

THE CHAIRMAN: I was wondering the other day, if 
you remember, whether it would not be feasible or advisablé 
to divide railway property into two classes, the one to be 
dealt with on the user method and the other on the plan 
method. I wonder if the Commission had something of that 
Kind in mind? 

MR. EVANS: I think that is probably what the 
Commission had in mind. I think our own plan of the user 
method is applicable throughout, but there are inevitably 
assets that do lend themselves eeauss the physical 
depreciation corresponding to use to a greater degree 
than do others. Our submission will be in due course, 
that one need not tie oneself to an attempt to measure 
depreciation from year to year. That is something that does 
occur, but it is an accounting allocation, as the definition 
indi cates, and in due course, I will develop that. 

THE CHAIRMAN: All right, go on. 

MR. EVANS: Paragraph 61 of the outline sub- 
mission - - 

THE CHAIRMAN: Did you intend to go back to 
something? 


MR. EVANS: No, sir, I wanted to distinguish 
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between sections I am reading. I hope you did not think 
I was inferring that you had interrupted me? 

THE CHAIRMAN: No, I thought myself I had 

diverted you from your route. 

MR. EVANS: No. Paragraph 61 of the outline 

Ssubmission:- 

"61. The user basis of depreciation is 
particularly suitable for railwayoperations 
because the volume of railway traffic and 
accordingly the use of railway property fluctuates 
more violently than in the case of other public 
utilities. Appropriate statistical measures 
of the use of railway equipment and property 
are available. This method has substantial 
advantages, not only to the railway company, 
but also to the users of railway service and 
tends towards a stabilization of railway em- 
ployment. 

62. If, notwithstanding the position 
taken by Canadian Pacific in Paragraphs 26 and 
e7 of this submission, your Commission should 
feel that it is required to study the matter 
of depreciation, Canadian Pacific submits that 
the evidence presented in the proceedings 
before the Board of Transport Commissioners in 
the recent freight rates cases, together with 
the argument of counsel on the subject, should 
be taken as part of the record in your proceedings 
in order to avoid the expense and delay which 
would be occasioned by duplicating such evi- 


dence and argument before your Commission". 
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And I go to page 119:- 
"Although the majority decision of the Board 
in the recent Judgment in the 20% Case and on the 
review of the 21% Case, would seem to have resulted 
in a decision in favour of the $praight line 
method, a reading of the Judgment suggests that 
this view was adopted by the majority judgment for 
the purpose Only of revising the Judgment in the 
21% Case. The Subsequent reference in the majority 
Judgment to the provisions of Paragraph 2(d) of 
Order-in-Council 0.¢c, 6033 suggests that in the 
Board's view, final determination of this question 
may well await the recommendations of your Commission. 
This view would seem to mean that consideration of 
the method of depreciation to be adopted for 
uniformity of accounts, is a matter for your 
Commission to determine under Order-in-Council 
P.C. 6033. That is to say, the view appears to 
be that it is for your Commission to recommend 
whether, for eXample, the user method or the 
Straight line method Should be adopted. It is 
Submitted, however, that this view does not require 
your Commission to give consideration to the rates which 
which should be applied under either method of 
depreciation. In the light of the above view, 
the following further Submissions are now put 
to you. 
In the 20% Freight Rates Case, counsel for 
the Canadian Pacific analyzed the evidence in respect of 
respect of the ‘user" basis as presented not 
only in the 20% Case but in the preceding 21% 
Case as well (see Volume 816, pages 4038-61). 
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Accounting experts called as witnesses 
by Canadian Pacific in the two rate cases gave 
strong support to the Company's depreciation 
policies and practices. Mr. George O. May, 
acknowledged dean of the accounting profession 
in the United States today and former senior 
partner of the American firm of Price, Waterhouse 
& Company, gave evidence that in his Opinion 
the user method ‘tis theoretically preferable 
and practically wiser' (Transcript 21% Case, 
page 15499); that he regarded it as ‘an 
advance on previous practice!’ (page 15505); ana 
described the user method as a ‘Superior method! 
(page 15524). 

Mr. J. Grant Glassco, already mentioned 
as having recorded in the 21% Case the 
definition of depreciation adopted by the 
American Institute of Accountants, gave evidence 
in that case that the user basis is an ‘ideal 
method' (page 15304). 

Mr. J.C. Thompson, senior partner in 
Canada of Peat, Marwick, Mitchell & Company, 
and widely recognized in Canada as an expert in 
accounting matters, in his evidence said that 
"the user basis is particularly applicable to 
a railway' (21% Case, page 14345); and ‘The 
user basis more correctly reflects current 
wastage' (21% Case, pages 14346 & 14349). 

Mr. K. W. Dalglish, senior partner of the 
firm of Deloitte, Plender, Haskins & Sells, 


One-time president of the Dominion Association 
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of Chartered Accountants, former member of the 
Board of Referees under the Excess Profits Tax 
Act, gave evidence in the 20% Case that ‘in my 
view, the user basis of depreciation is emi- 
nently suitable for railroad accounting because 
railroads experience violent fluctuations in 
Ooperations' (page 359) and 'It seems to me that 
toe user Maller... .Ls to. the advantage of the 
users of the railroads as they are only called 
upon to pay amounts for depreciation relative 
to the service given them' (page 361). 

Mr. Paul Grady, partner in the American 
firm of Price, Waterhouse & Company, experienced 
utility accountant and chairman in 1939 and 
1940 of the Special Committee on Public Utility 
Accounting of the American Institute of Accoun- 
tants, appearing in the 20% Case said that he 
believed the user method provided ' a more 
equitable charge against periodic income! (page 
BT OR): 

Mr. Lionel Kent, Chartered Accountant, who 
gave evidence for British Columbia, in cross- 
examination agreed with Mr. May's statement 
that the user method 'is theoretically preferable 
and practically wiser' (20% Case, page 3286). 

He also agreed with Mr. Thompson's statement 
that 'the user basis more correctly reflects 
annual wastage! (page 3284). 

MR. BRAZIER: Mr. Chairman, at that point I 

must take exception to reading that into the record, 
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and’ given evidence that he did not make that statement, 
that statement which is attributed to him at the top of 
page 121. 

MR. EVANS: Do you Say I misquoted the Transcript? 

MR. BRAZIER: You have left part of 1t out, and 
it has given a different meaning to what he actually said. 
He said "...in a particular year it niente’. 

MR. EVANS: Well, I would be glad to put that on 
the record if you wish. 

MR. BRAZIER: This has come up Several times 
previously, Mr. Evans. 

THE CHAIRMAN: Well, I think you had better look 
into that point, and if any changes or striking out are 


required, we will take it up when we come back. 
. » RECESS 


..-UPON RESUMING 


adjournment 
MR. EVANS: At the ee » Mr. Brazier and 


I were having a discussion about whether Mr. Kent had been 
done justice by this reference to his evidence, and all I 
can say, is that I have not the Transcript here. We tried 
to do justice to him, and I am content to have Mr. Kent's 
evidence judged on the exact form in which it appears in the 
Transeript: That, I think, will satisfy my friend Mr. 
Brazier. 

MR. BRAZIER: I am objecting to putting the words 
"the user basis more correctly reflects annual wastage" 
as a direct quotation from Mr. Kent's evidence. 

THE CHAIRMAN: You have the statement, have you? 

MR. BRAZIER: We read it the other day, and it is 
on page 14960 of the Transcript of this Commission, Volume 73. 
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THE CHAIRMAN: That is only a quotation of the 
TVENECEANG. I think .we Ought to get the Transcript. 
MR. BRAZIER: We had the Transcript itself here 
that day, and the quotation actually reads;- 
"It might more correctly reflect current 
wastage in one particular year, yes, Mr. Evane. ” 
Those are the words that Mr. Kent actually used. 
THE CHAIRMAN: Yes, we have the correction now. 
MR. EVANS: Well, I want to look at the Transcript, 
because I do not think that is the Only answer he gave. 
THE CHAIRMAN: No, but as far as Mr. Brazier goes, 
We Mave it. 
MR. EVANS: I am quite content to have it judged 
On the exact language he used in the Transcript. 
THE CHAIRMAN: All right, we can go back to that 
later. 
MR. EVANS: "Mr. Kent also agreed (page 3885) 
that the user method is flexible, although he 
would not agree that the straight line method is 
rigid. Mr. Walter MacDonald, for the Province of 
Manitoba, had agreed in the 21% Case (page 12624) 
that. the straight line method is rigid; the 
user basis flexible. 
Canadian Pacific submits that the evidence 
in the two rate cases strongly supports the 
'user' basis and that no effective attack was 
made upon it. 
In application of the ‘user! method of 
allocating depreciation, railways have a distinct 
natural advantage over most utilities in that 


they have fairly homogeneous statistical units - 
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in gross ton miles, locomotive miles and car 
miles - with which to measure production. 

Canadian Pacific submits that the ‘user! 
depreciation method has Substantial advantages 
not only to the railway company but also to the 
users of railway service and to the railway's 
employees. To the man who 'pays the freight! 
the 'user' basis ensures that the element of 
depreciation cost remains proportionately the 
Same regardless of the business cycle. To the 
railway workers it tends towards Stabilization of 
employment, as Opposed, for instance, to the 
"straight-line: method which requires the same 
dollar charge in a year of low business volume 
as in a year of high business volume and thus 
inclines to curtail the amount of maintenance 
work which might otherwise be done during 
depressed traffic years when prices are relative- 
ly low. It is difficult to restore a work 
deficiency of this nature in a period of high 
business volume because of the shortages in 
materials and the price rises which usually 
accompany such a period. 

In the opinion of the Canadian Paéizcic, 
any statutory direction prescribing a uniform 
System of accounts should be exceedingly general 
in character in order to avoid hampering and 
inhibiting the Board in the exercise of its 
administrative functions. Over the years there 
has been a constantly expanding dewelopment of 


information and the way ought to be left Open to 
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the railways to avail themselves currently: of 
Such developments, under the Supervision of the 


Board." 


THE CHAIRMAN: I think there was agreement on this, 
that we should not recommend any statutory changes to the 
Board on this question of depreciation. I think the other 
day that is what we heard from counsel for the provinces. 

Is that right, Mr. Frawley, do you remember? 

MR. FRAWLEY: I think that is right, sir, yes, as 
far as I am concerned. 

MR. SHEPARD: Perhaps I should Sey 28, word. 2 Ghia 
that Manitoba may be Suggesting an amendment with reference 
to depreciation, but only that the Board be required to fix 
the method of depreciation, and that the Board be required 
to fix the rate. 

MR. McLEAN: The same in that respect as the 
American system. The Interstate Commerce Commission pre- 
Scribe the rates of depreciation. 

THE CHAIRMAN: You think then, that the railways 
Ought not to be left free, and that the Board ought to 
prescribe the method? 

MR. McLEAN: Prescribe the method and the rates 

THE CHAIRMAN: Mr. Evans thinks the railways ought 
to be free, I gather. 

MR. EVANS: The railways ought to be given an 
Option. If there is anything prescribed, it ought to be 
the user basis. If there is to be nothing prescribed, the 
railways ought to have that option of using the user as 
against the straight line method if it is left to them. 

MR. FRAWLEY: Your lordship will understand that 


we do not agree with that Suggestion, of course. 
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THE CHAIRMAN: Your suggestion is that the Board 
Should adopt one or the other? 

MR. FRAWLEY; Yes, as long as it 1S uniform. 

THE CHAIRMAN: Uniform with a rather strong leaning 
On your part to the Straight line method? 

COMMISSIONER ANGUS: When you say "the railway" 
do you mean each railway by itself? 

MR. EVANS: Yes, we think that iD ic, LOR example, 
the Canadian National prefers the straight line we do not 
want to force them to take the user method. We think we 
Should have the right to have the user method. 

MR. McLEAN: How could you have uniform accounts 
then? 

MR. EVANS: TI am answering a question by 
Commissioner Angus. 

COMMISSIONER INNIS: Would there be Some difficulty 
for example, in the policy towards labour? In the Canadian 
Pacific presumably it would be more advantageous to have the 
user ees Now, if that were not the case on the Canadian 
National, there would be two separate labour policies? 

MR. EVANS: I do not know that there would be two 
Separate labour policies, but I think the point we make 
about labour, is this, that in a period of depression, if a 
Straight line method Is used, a larger proportion of revenue - 
1s used up in Setting aside depreciation which pays no 
attention to fluctuations in volume of work done. 

Now, if you are going to avoid an Operating deficit, 
you will have less money to spend on maintenance work in 
those periods. Now that, as we say in our Brief, is the 
time when costs are low and you should be doing it. Now 


we say, that with a user method it fluctuates with traffic 
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volume to some extent and that you will, in periods of 
depression, have some money left out of a given amount of 
revenue to spend on maintenance when it can be done cheaply. 

COMMISSIONER INNIS: Yes, but if you allow the 
Canadian National to follow the other policy, then you have 
discordance . between one point of the country and the other 
depending on which railway they are served bonis 

MR. EVANS: We would submit nNoyeSiryofor4this 
reason. There might be several ways you would want to use 
comparisons. Quite obviously comparisons of operating 
results and efficiency could be made by eliminating deprecia- 
tion. Now, if you want to compare results, you will always 
rationalize depreciation accruals to the straight line 
method; in other words, you will go into the depreciation 
charges and you can rationalize those charges in terms of 
Service lige in years, if you want to do so. We did that on 
a great number of exhibits in both the Rate Cases. If you 
take a period of high and low traffic volume and average 
your accruals and express them as a percentage of your 
investment, you will come out with a figure which represents 
the straight line rate and you can quite easily rationalize 
that. 

COMMISSIONER ANGUS: But the fluctuations in net 
incomes of the two railways would not be strictly comparable? 

MR. EVANS: That is probably true, but we think 
they never are anyway. For instance, we pay income tax and 
the other principal line does not pay income tax. There are 
quite different results when you get past operating expenses. 

COMMISSIONER ANGUS: But if any changes were madie 
in the direction of greater comparability, this would be 


because the scheme had changed. 
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MR. EVANS: There would be no doubt that this 
would be Something short of complete and absolute uni - 
formity, but that is our Submission and we feel that 
uniformity is desirable ang we say if absolute uniformity 
must be achieved, then we think it ought to be the user 
method, because we Say with the experts we called that we 
made a very Strong case for the user method. We think that 
the case we made there is deserving of every consideration, 
ands if 4t* becomes? a matter in issue here, then we propose 
to say to this Commission: "Weigh the evidence which the 
Board had before it," and that is all we ask them to do, - 
"weigh it" and if they do not come to the conclusion 
that the weight of evidence is not in favour of the user 
method, I must Say I will be quite Surprised, because the 
weight of evidence was there, and there was not, acer submit, 


any real attack made on the user method. 


(Page 16705 followsa) 
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MR FRAWLEY: Does my friend mean, when he Just 
last spoke, that the Board should weigh the evidence 
which he recites, merely catalogues and recites, on page 
120 -- that this Commission should review the evidence 
of Mr. Grant Glassco, Mr, Thompson, Mr, Dalglish and Mr, 
Grady from New York? 

THE CHAIRMAN: Well, I think Mr. Evans referred 
to the Board, 

MR EVANS: No, Sir; what I said was this: ai 
Seid if it becomes important to this Commission to con- 
Sider that question as part of the matter of uniformity 
Or scecounts-~= 

THE CHAIRMAN: We have to go into the question 
of depreciation; we sre instructed to, 

MR EVANS: Yes, Now, I say if it becomes im- 
portant that you consider method, then I say to the Com- 
mission, you should weigh the evidence that was presented 
Loorne Board, because we do not want to go through all 
that agein, All those witnesses were cross-examined, they 
have expressed their Opinions, and, as we say in our priet, 
we hope that the Commission would look at thet evidence 
end consider and weigh it and form their independent con- 
Clusion about it. The strength of it is such that I am 
content to have this Commission weigh that evidence, read 
it and decide for themselves whether we made a case or did 
not, on that evidence, 

COMMISSIONER ANGUS: I gather that you are some- 
Whet opposed to saying that it should be the Same for both, 
that the rule should be the same for both railways, and 
therefore be fixed by the Board of Transport Commissioners. 

MR EVANS: Well, perhaps there sre two parts to 
thet question. I think the Bosrd unquestionably should 


decide the method. I think when it comes down to uniformity 
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that if there must be absolute uniformity it should be 
the user method, but I concede this, thot I do not think 
that the slavish -- if I may put it that way -- the 
Slavish desire for uniformity should necessarily force 
one of the railways that does not want to adopt that to 
adopt it, because I do not think it is so necessary that 
there be absolute uniformity that you need go that far, 

THE CHAIRMAN: Well, apparently you would proceed 
cautiously, in two Steps. In the first place you say that 
any statutory direction prescribing a uniform system of 
accounts should be exceedingly general in character, 

MR EVANS: Yeu, esir. 

THE CHAIRMAN: In order to avoid hampering and 
inhibiting the Board in the exercise of its administrative 
functions, Now, there is one thing. 

MR EVANS: Veen tein: 

THE CHAIRMAN: Being careful about the Board, 
Then, secondly, you say thet over the years there has been 
8 constantly expanding development of information and the 
way ought to be left Open to the railways to avail them- 
Selves currently of such developments, under the super- 
vision of the Board. Go that the uniform system would be 
thinned out in two directions; first, it would leave a 
very wide latitude to the Board, and then the Bosrd in 
turn leave a wide latitude to the railways. 

MR EVANS: Well, not too wide a latitude to the 
railways; only to let them--- 

THE CHAIRMAN: Well, the way ought to be left open 
to the railways to avail themselves currently of such 
developments -- of course, you say, under the supervision 
of the Board, that is true. 

MR EVANS: Yes. 

THE CHAIRMAN: Well, that is your attitude. 
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MR EVANS: - Yes, ‘Air, 

THE CHAIRMAN: Now, before we pass on, I would 
like to make sure, on that paragraph I have just mead, 
whether or not there ig eny difference between the position 
taken by Alberta and thot taken by Monitoba. I rather 
gather that there is some difference. Will you clear thot 
up, Mr. Frawley? 

MR FRAWLEY: Just, my lord, thst we have nothing 
to recommend by way of an amendment. I understand Mr, 
MeLean proposes to offer gome amendment. 

THE CHAIRMAN: Do you propose, Mr. McLean, to 
Submit an amendment on this? 

MR MCLEAN: Yes, my lord. 

THE CHAIRMAN: Then when we have your smendment 
we will discuss it. 

MR EVANS: I have almost finished the portion I 
wented to read, but perhaps I may just finish thot page , 
reading again from page lee of Part I of the brief: 

"In concluding this part of its submission, it 

is essentisl that attention should be directed to a 
problem, while not necessarily related to depreciation 
accruals, nevertheless results from the application of 
orthodox accounting as presently practised. Orthodox 
accounting requires thet original cost form the base 
of depreciation and in periods of stable prices the 
eccruals on this basis would naturally provide for the 
replacement of assets. The drastic elevation of price 
levels, however, means that depreciation eccruals based 
on original cost fall far short of meeting replacement 
requirements. Canadian Pacific, for example, is 
currently charging depreciation based on the original 
cost of locomotives purchased for $20,000 or $30,000 


which cannot be replaced for much less than $150,000 
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at todey's prices, Large increases have elso taken 
place in the prices of other items of the Company's 
assets which now and in the future require to be 
replaced, 

The financial aspect of this Situation far over- 

Shadows the importance of any differences in opinion 
among accountants in regard to questions affecting 
depreciation calculations. While there is diversity 
of opinion as to the policies and practices which 
Should be adopted to cope with rising investment 
costs, there is general agreement by businessmen, 
economists, accountents and others as to its effect. 
The dominant considerations of the future must 
inevitably lie in the direction of ways and means of 
Securing adequate funds for replacement of facilities. 
The situation is far more serious for public utilities 
then for most other businesses becsuse utilities have 
relatively large investment in plant in proportion to 
income and because of the low rate of capital turnover 
inherent in their operations." 

COMMISSIONER ANGUS: Mr. Evans, does the middle 
paragraph there bring in two considerations ? You speak 
of the drastic elevation of price levels; in the example 
of the locomotives, is the locomotive that costs $150,000 
@ locomotive with the same power as the one thet costs 
$20,000, or is it 9 different type of locomotive? 

MR EVANS: It very probably is e more modern 
locomotive, but what we ere trying to say there is that a 
locomotive -- without being too exact about it -- which 
cost $20,000 or $30,000 when it wos originally built, if 
you were to replace thet locomotive youwould probably have 
to pay $150,000 for it. We have big modern locomotives 


that cost up to $300,000. I am not trying to tie myself 
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down to a particular locomotive, but merely to illustrate 
that when you are doing it on 8 cost basis, today you are 
depreciating the locomotive you bought twenty or twenty - 

five years ago, and you may be depreciating a locomotive 

which to replace today would cost four to five times what 
the original cost was, 

COMMISSIONER ANGUS: It is a replecement less 2 
betterment, really, isn't it? 

MR EVANS; It may be. If there is an element of 
betterment, then of course it is new capitel under 
renewal eccounting, 

COMMISSIONER INNIS: Was the omission of defla- 
tion deliberate ? That is, you have the reversge--- 

MR EVANS: No, sir. We think the trend of events 
pretty Substentially, with minor recessions, has been 
upwerds in prices, and we think that that may well be a 
more or less permanent thing, though perhaps not so abrupt 
or quick as it has been in recent years, 

COMMISSIONER INNIS: Whoet would your policy have 
been during the period of depression, when the prices had 
fallen? Would you be in e position then to say, "We have 
built these locomotives and SO on during a period of high 
prices, and we have come down to a period of low prices"? 

MR EVANS: I think my position must have been 
this, thet if it could be Shown that our depreciation 
accruals on cost were more than they needed to be, the Board 
would quite likely look at the rate and say that we should 
reduce the rote. But the briee does not sdvocate that this 
iS a problem that hes to be taken care of in depreciation; 
Lt Simply points up a problem which we think is closely 
related to depreciation. No Solution has been found -- 
there is still 5 difference of opinion about it -- but we 


only point it up 3S something thot is necessary to en under- 
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Standing of the problem. We do not ask to have our rate 
fixed on a replacement besis, although thet is essentially 
what you do when you go in for renewel eccounting instead 
of depreciation accounting. 
Q. Now, Mr. Liddy, we hove been talking in this por- 
tion I have read about fluctuations in traffic. Have you 
a statement which shows the fluctuations in traffic over a 
periods of years of the Canadian Pacific? 
MY (Yes,> 1 have a statement, Mr. Evens, 
MR EVANS: That is Exhibit 188, 
---EXHIBIT 188: C.P.R. selected transportation 
bit honiae Fe pend! traffic statistics). 192% \to 
1948, 
MR EVANS: Q. That statement shows whet, Mr.Liddy? 
A. This statement shows the fluctuation in 
Selected transportation and traffic statistics over--- 
THE CHAIRMAN: Pardon me. Are you talking of Ex- 
hibit 188? 


¥ 
3 
ME EVANS? Exhibit 188, yes, sir. 


MR O'DONNELL: Better read the heading. 

MR EVANS: My friend suggests I read the heading. 
It is entitled "Canadien Pacific Railway Company - Selected 
Transportation and Treffic Statistics - Years 1924-1948." 
It consists of a date column ond six other columns. 

Q. That exhibit, Mr. Liddy, shows by years the revenue 
freight ton miles, revenue passenger miles, gross ton miles 
in transportation service, locomotive miles in transportation 
Service, freight car miles in transportation service, and 
passenger car miles in transportation service. Now, 
would you be good enough to point out to the Commission the 
extent of the fluctuations in traffic which that exhibit 
Shows the Canadian Pocifie to have experienced over the 


past twenty-five yeoers? 
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A, Yes. For that purpose, Mr. Evans, I have divided 
Exhibit 188 into three periods -- the pre-depression 
period--- 

Q. When you say divided, I gather you meen by 
that the underlining efter the year 1928 right across those 
various columns? 

A. Yes. Thet underlining in 1938 is the maximum 
figures that those statistics in each of those columns 
reached in that pre-depression period. 

Qi -E-86e. 

A. In the depression . period I have also underlined 
the minimum statistics reached during that period. 

Q. Yes? | 

A. And in the war end post-war -- recent war and post- 
war period, I have underlined the maximum statistics reached 
in that period. 

Q@. Now, take the period from 1928 to 1933; could you 
give the Commission the extent of the fluctuations percent- 
egewise? 

A. Yes. Take the first colum--- 

Q. Revenue freight ton miles? 

A. Dealing with revenue freight ton miles. These were 
in 1928°18,059 millions, They declined in 1933) to 9,353 
Tilidens: 

Q. Thet was a percentage--- 

A. Deczline of 48 per cent. Now, dealing with the next 
column, the revenue passenger miles, the decline from 1928 
to 1933 was 54 per cent. > 

Q. Then the next column? 

A. The decline in gross ton miles was 43 per cent; 
in locomotive miles it wes 37 per cent; in freight car 
miles it wes 45 per cent; end in passenger car miles it 


Wes 33 per cernt. 
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THE CHAIRMAN: Would you please give me the 
first two columns egain in percentages? I did not get them 
down, 

MR EVANS: He gave 48 per cent for revenue freight 
ton miles, and 54 per cent for revenue pessenger miles. That 
is from 1928 to 1933. 

Q@. Now, taking the period from 1928 to 1944, would you 
give some figures to indicate fluctuations? 

A. In 1928 the revenue freight ton miles were 
18,059 millions; in 1944 they were 27,375 millions. That is 
en increase from 1928 to 1944 of 52 per cent, 

OysetThat tisits6 Say, from your pre-depression high to 
1944 you had en incresge in revenue freight ton miles of 
52 per cent. Now, what is the corresponding percentage for 
the next column, revenue pessenger miles? 

A. The increase was 123 per cent. 

Q@. And in gross ton miles? 

A. 35 per cent. 

Q. “nd locomotive miles? 

A. 16 per cent. 

Q. In freight car miles in transportation service? 

A. 18 per cent, 

Q. And passenger car miles in transportation service? 

A, 21 per cent, 

Q. Now, will you take the period from the low point of 
the depression to 1944 snd see what happened percentegewise? 

A. Yes. Revenue freight ton miles in 1933 were 9,353 
millions, and in 1944 were 27,375 millions. MThet is an in- 
crease of 193 per cent. 

@. And in the next column, revenue possenger miles, 
the corresponding increase was what? 

THE CHAIRMAN: Whet did you Sey? 193 per cent? 

MR EVANS: 193 per cent. 
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THE WITNESS: Increase, yes, sir. And revenue 
passenger miles, the increase was 383 per cent. 
MR EVANS: Q. And in gross ton miles? 
139 per cent. 
- And locomotive miles? 


s* tOL Her cent’. 


A 
Q 
A 
Q. And freight car miles? 
PPO Lper cent), 

Q And in the finsl column, passenger car miles? 

A. 80 per cent. 

Q. Now, having regard to what you have said about 
the user method of depreciation and these fluctuations 
that have taken place over the years in the statistics, 
can you give the Commission 3 simple illustration of the 
practical result of the application of the user method as 
compared with the straight line method, so es to take 
into account these fluctuations in traffic that are shown 
by that exhibit? 

A. If, Mr, Evans, one were to find three years in 
which the traffic volume in the first year was 30 per cent 
below averege, and in the second yeer average, and in the 
third year 30 per cent above average, and the accruals 
under the straight line basis of depreciation were $20 
million a year, then the user method in the first year -- 
that is, the year below average -- would be $14 million, 
and in the average year, the same as the straight line 
rate, $20 million, and in the year 30 per cent above 
average it would be $26 million. 

Q. That all assumes that your service lives are the 
Same under both methods? 

A. Thot is right. Thus, taking the three-year 
period together, the user rates aggregate $60 million 
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rates of $20 million, 

Q. In saying that are you saying that as long as 
your rates ere the some, and heving regard to service 
lives, the accruals over a period of years in which you 
will have the ups and downs of treffic, under the user 
method, will be the same ss under the Straight line method? 

a,  2Yes, that 1s the Situstion, Mr. Evans. 

THE CHAIRMAN: Well, it is time to adjourn now, 

Mr. Evans, end I wish to say thet, pursuant to se suggestion 
made to us, we will meet tomorrow at 10:45 instead of 10:30, 


— ee me ee ee ey 


---The Commission adjourned st 4:45 p.em., to meet sgain eat 
10:45 a.m. on Wednesday, March 1, 1950. 
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Ottawa, Ontario, 
Wednesday, March 1, 1950 


MORNING SESSION 
---The Commission resumed at 10.45 a.m. 


THE CHAIRMAN: All right, Mr. Evans. 

MR. EVANS: Before I go ahead with Mr. Liddy, my 
lord, I would like to speak to a matter that came up 
yesterday. 

THE CHAIRMAN: Very well. 

MR. EVANS: I should like to refer to the trans- 
cript at page 16661, where there was some exchange between 
Mr. Smith and myself. I refer to the bottom of page 16661: 

"Mr. Evans: I would say no --" 

We were there discussing this question of appreciated 
investment basis. 

"TI would say no, because you made the suggestion --" 
I was speaking to Mr. MacPherson. 

"_-. that you could not have a rate base without 

an estimate of value or at least Mr. Smith did. 

"Mr, Smith: That is not correct - unequivocally 

not correct." 
I am sure Mr. Smith would perhaps be happy to have his 
attention directed to a discussion on the 20 per cent case 
at page 1409. I am now reading from Mr. Smith's argument. 

MR. MacPHERSON: My lord, might it not be better 
to leave this matter until Mr. Smith is here? 

MR. EVANS: I thought he would be here. 

MR. MacPHERSON: Mr. Smith is not here. 

MR. EVANS: Then I shall certainly leave it. 
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S.J. W. LIDDY, RECALLED 


EXAMINATION BY MR. EVANS (Cont'd) 
Q. Now, Mr. Liddy, before we proceed, in yesterday's 
transcript I asked you this question: 
"Mr, Liddy, are results which were obtained 
on page 116 of the Appendix to Part I on a com- 
parable basis with those shown on Exhibit 180?" 
Your answer was: 
"Well, it is true, as Mr. Brazier says, 
that there are small amounts of incidental revenue. 
I think they amount to about $7,000, but not enough 
to affect the basis, Mr. Brazier." 
At that stage of the transcript we were discussing the 
comparability of dividing the revenues and expenses as 
between freight and passengers. That is, Exhibit 180. 
Mr. Brazier suggested they were not comparable, and 
your answer was, except for these incidental revenues that 
was not so. I understand you have something more you 
would like to say on that? 

A. Yes, Mr. Evans. The statement appearing at 
page 116 of the Appendix to Part I, in addition to showing 
the railway operating expense also shows an item for 
taxation, hired equipment and joint facility rents. 

There ig no corresponding item to this on Exhibit 180; 
therefore, in comparing the systems net income deficit 
shown on Exhibit 180 with that given in the Appendix, 
the figure should be taken before you arrive at taxation. 

Q. So that if that were done the figure of the 
western passenger deficit, if that were taken out it 
would be something like $17,868,000? 

A. Yes, sir. 

Q. Instead of $18,555,000? 
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Q. That would be the corresponding figure, subject 
to that few dollars difference you spoke of, with the 
system's figure given in the exhibit? 

A. That is right. 

THE CHAIRMAN: Will you give me that figure you 
Just gave from Exhibit 180, from which this subtraction 
must be made? 
MR. EVANS: It is not shown on the exhibit. 

You subtract the revenue figure from the expense figure; 
the resulting figure was put on the record, and was 
$28,866,961; and in the evidence yesterday we suggested 
the deduction of the western figures shown on page 116 of 
Part I of the brief, of $18,555,000 odd, leaving a 
deficit of $10,000,000 odd. Mr. Liddy says in order to 
make the correct comparability the deduction, instead of 
being $18,555,000, should be $17,862,000. It makes 
a difference of some $700,000. 

Q. Now, at the close of yesterday, Mr. Liddy, just 
to bring you back to the point, you had said: 

" . . . having regard to service lives, the 

accruals over a period of years in which you will 

have the ups and downs of traffic, under the user 

method, will be the same as under the straight line 

method." 
Assuming, the same service lives apply to both methods. 
Would it be fair, in summarizing what you said yesterday 
afternoon, to say that it comes down to a choice of the 
most suitable method of depreciation for allocation and 
depreciation, as between the various years? 

A. Yes, Mr. Evans. It is as simple as that. 
Any method of depreciation that does not recognize the 
considerable fluctuations that exist in railway traffic, 
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of dlocation of depreciation as between the years means 
that in good times less depreciation will be allocated. 
per unit of traffic, than would be the case under average 
trarfic’ conditions. Conversely, in poor times more 
depreciation will be allocated per unit of traffic. 

In my view the ideal method is to so allocate 
the depreciation provisions as between years to effect 
as even a burden per unit of traffic as is possible, and 
consistent with sound accounting practices. 

Q. Now, you may recall that when I was reading to 
the Commission some pages from the brief on this question, 
I read these words on page 121: 

"Canadian Pacific submits that the user 

depreciation method has substantial advantages. " 

I wonder if you would care to elaborate a little on that? 
Would you divide it up? Would you first give the ad- 
vantages to the railway company and then the advantages 
tO the users, and’ so on? 

A. First, Mr. Evans, as to the advantage to the 
railways company, these are:(1) the accounts being 
realistically stated as between months and as between 
years more nearly in relation to the volume of business 
being done, is an aid to managerial direction md control. 
(2) The flexibility of user depreciation method places 
the provision for depreciation on a parity with other 
items of expense which go up and down with the traffic 
moving. (3) In periods of hard times it is not always 
desirable, or even possible, to recover from users the 
same gross amount of depreciation as in good years. 

Q. Then as to the management standpoint, how would 
you summarize that? 

A From the management point of view the user 


depreciation method is desirable, and in my opinion it is 
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an advance over other methods, 

Q. Now having dealt with the management standpoint, 
what about the advantage, if any, to the users of the 
service? 

A. First I would like to say that the advantages 
which exist for the railway will react to the advantage 
of the users. 

Q Now when you say that you, I suppose, identify 
the long run interests of the user and the railway, to 
some extent? 

A. Yes, I believe their interests are 
inseparable. 

COMMISSIONER INNIS: Q. What is the significance 
of the user method as far as the railway is concerned as 
regards income tax? Does it involve a different 
calculation from that of the sraight line? 

A. Yes, Dr. Innis, it involves a different calcula- 
CLcn. The income tax people, sir, have usually been 
content to fix maximums and allow companies to charge 
out in the way of depreciation anything they wish under 
that ceiling. In poor times they may arbitrarily say 
it would be 50 per cent. You can see, Dr. Innis, that 
with a regulated company Betoun a een of that kind, 
one year half and another year double, that there would 
pe difficulty say in rate cases. I feel you have got 
to have a systematic and rational plan if you are 
regulating an industry. 

MR. EVANS: Q. Just to clear that up perhaps 
one further step, is my understanding correct that the © 
income tax is based on what is known as the diminishing 
balance basis? 

A. It is, Mr. Evans, commencing with the year 1950. 
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“diminishing balance"? 
MR. EVANS: Perhaps, Mr. Liddy, you can answer 

Dr. Innis as to what is meant by diminishing balance? 

Bs Once having taken depreciation for income tax 
purposes, you cannot again recover that depreciation. 

Q. It comes off the investment; in other words, it 
is depreciable investment, reduced by whatever you take off? 

A. That is right. 

Q. Am I right that you recalculate your depreciation 
in the next year for income tax purposes having regard to 
the then depreciation basis? 


A. Yes, it goes on year by year that way. 
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MR. EVANS: Does that perhaps help you? 

COMMISSIONER INNIS: Yes. 

MR. EVANS: Now then, you were saying that you 
thought that the interests of the user and the railway were 
inseparable? Have you anything to say about the equitability 
of the user basis in periods of high traffic volume? 

A. When the business level is good and railway traffic 
is moving in volume, I consider it is only equitable that 
individual railway users should contribute equally as much 
per unit on traffic as would individual railway users 
contribute during periods of depression per unit of 
traffic. 

Q. Now, we have a third category which is mentioned 
in the brier. In what way do you suggest that the user 
method has an advantage over other methods having regard to 
railway employment? i 

A. I ‘believe the flexibility of the user basis tends 
to stabilize railway employment. In poor times, railway 
management is hard pressed to make economies in the use 
of labour and material. To the extent that depreciation 
charges are lighter during low traffic years, there will 
be less pressure on management to reduce expenses by 
curtailing employment. It 1s a distinct economic 
advantage as the need for employment is highest during 
subnormal periods and it is during such periods that the 
greatest volume of maintenance work can be done at the 
lowest cost. | 

Q. Would you relate that same advantage to the | 
user in some way, the user of railway services? 

A. Yes, this advantage will also inure to the benefit 


of the railway user. In fact, all the advantages of user 


depreciatién must inevitably inure to the benefit of the 
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railway user, whether or not they may be classified in the 
first instance as advantages to the railway management or 
railway labour. 

Q. Now, have you anything to add on that subject? 

Ke Nothing, Mr. Evans, except to summarize my views 
and belief that the advantages of the user method are many 
and compelling, that the user method is much Superior, more 
practical, and an advance over the Straight line method 
and that any uniform classification prescribed for Canadian 
railways should provide at least an option for any railway 
company to adopt that method if it chooses to do so. 

THE CHAIRMAN: Now, Mr. Evans, how far do you 
want us to go in this question? Are you in the same 
position as Mr. Frawley, only he, of course, is on another 
question, but do you say that you wish us to recommend 
legislation about this or not? 

MR. EVANS: No, sir, not specifically, but I 
Say this: if you do recommend legislation with regard to 
uniform accounting, and it involves any reference to 
depreciation methods, we ask that you recommend the user 
method if it must be completely uniform. if there is 
to be something short of complete uniformity, then we think 
there ought to be an option by either railway to adopt that 
method which it feels is desirable. 

THE CHAIRMAN: Yes, I see; you want to have 
freedom? 

MR. EVANS: We want to have freedom and if we 
cannot have freedom, we think the recommendation should 
be that the user method be adopted. 

THE CHAIRMAN: You think freedom can be accorded 


without breaking into the principle of uniform accounting? 
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MR. #VANS: Well, as I saia yesterday, it does 
result in something less than absolute uniformity, but, as 
I said yesterday, I think that absolute uniformity may be 
too rigid a goal to scek, because efter all there are small 
differences in even uniform accounting systems as between 
railways and the way they keep their accounts and the way 
they interpret rules and so on that must make for greater 
differences than would be expected. So that I would submit 
that absolute uniformity is perhaps unattainable. When you 
want to get a complete comoarison of results between two 
large railway systems such as the two in this country, the 
aifferences arc too fundamental between them in a great 
many ways to make absolute comparisons. What you can get 
are absolute Operating comparisons, and that is efficiency 
figures and the like which enable you to see whether one or 
the other is being operated efficiently, but whether absolute 
uniformity can be achieved or should be achieved, that is 
another matter. We think it can only be achieved by a 
very, very careful examination of all these problems worked 
out with the Board and the railways. 

TH CHAIRMAN: All right. 

MR. SVANS: Now then, turning to pages 125 to 128 - 

TH2 CHAIRMAN: Of Part I? 

MR. EVANS: Of Part I, sir, the paragraph of the 
outline submission, Item 65, which says:- 

"65. With regard to the segregation of 

assets between rail and non-rail operations, 
Canadian Pacifie keeps its accounts in such a 
way as to enable an adequate segregation to 
be made except in the case of working capital, 


which must always be a matter of judgment. No 
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legislation is required to enable a complete 

Setregation to be made and Canadian racific 

Supplied such material recently to the Board 

of Transvort Commissioners”. 

And then, at page 127, at the bottom of the page, this appéars: 
‘In summary, the Canadian Pacific invest- 

ment in railway Property is clearly segregated 

from non-railway investment on the Balance 

Sheet, and there is Supplied to the Board ana 

the Bureau of Statistics the figure of 'Invest- 

ment in “roverty Used in Transportation Service! 

which is the relevant base for testing rail- 

way results’, 

Now then, do I gather that it is your view from thoze 
statemcnts that investnents in non-reilway properties should 
not be included in the investment base for railway trans- 
portation results? 

ae Theat is vieht, Th reply to one of your earlier 
questions, I think I pointed out that One of the first 
principles to be followed in designing a Canadian railway 
classification is that it should be confined to showing the 
result of transporting goods and passengers on the facilities 
of the carriers which are required for the purpose of 
providing railway transportation service. It is, therefore, 
my view that this principle must, as a matter of course, 
apply to the railway investment account as well as the rail- 
way income account. 

Q. Well now, what do you say would be proper in order 
to have a firm base for testing the adequacy or otherwise 
of railway results? 


A. It seems to me that when the average level of 
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railway rates comes into the question as being either too 
high or too low, the problem is reduced to its simplest 
terms if we have in readily available form on the one hand 
the income result which is derived solely from railway 
transportation Service, and, on the other hand, the amount 
of the investment in facilities which are used to provide 
that service. 

Q. Would there be complications, if the non-trans- 
portation income and investment were included in the rail- 
way account? 

A. Yes, that would be obvious. I believe that such 
a procedure would impede the progress of rate cases and 
after all, whether non-transportation endeavours are 
Profitable or not should have no bearing on the fixing 
of railway rates. 

Q. In the majority Judgment of the Board of Transport 
Commissioners dated September 20, 1949, reference was 
made on page 13 to 8 enterprises which provincial counsel 
Suggested should be included in railway income, because 
they are directly connected with the railway Service. 
Have you a statement Showing the 1947 results - I thaink 
the 1948 results, isn't it? 

A. No, theyear 1947. 

Q. The 1947 results of these enterprises? 

A. Yes, I have a Statement for the purpose of f'iling, 
Mr. Evans. 

Q. And does that statement show also the investment 
of the Company in those enterprises? 

A. Yes. 

Q. And that will be Exhibit 189. It is entitled 


"Earnings and Investment in Enterprises which have beenn 
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Suggested from Time to Time as Being Includable in Canadian 
Pacifie's 'Railway' Account as Listed in Judgment of Board 


of Transport Commissioners dated September 20, 1949". 


.. EXHIBIT 189:- ..filed by : Earnings and Investment in 
Mr. Evans Enterprises Which Have Been 
Suggested Fron Time to Time 
as Being Includable in 
: Canadian Pacific's "Railway" 
; Account as Listed in Judgment 
: Of B.T.C. Dated September 20, 
: 1949. 


Q. Cont. Now, before I ask you to discuss that Exhibit, 
I think there is an addition on the bottom of that which is 
not included in the Board's list. Is that "hotels" Item 9? 

A. Yes, I show on this Exhibit 189 the results of 
hotels which was not one of the items listed on page 13 of 
the Board's Judgment. I did that because in these proceedings, 
Mr. Evans, some suggestions were made that hotels should be 
taken into the railway operations. 

Q. Then, would you tell the Commission what that Exhibit 
shows? 

A. This Exhibit 189 shows, that for the year 1947 the 
nine enterprises listed produced net income of $4,471,176 
and that the investment in those enterprises was $118,360,554. 

Q. And the rate of return on that investment provided 
by the income from them? 

A. That works out to a ratio of income to investment 
of 3.78%. 

Q. That is the last figure on the Exhibit? 

A. Yes. 

MR. FRAWLEY: Has Mr. Liddy figured it out indivi- 
dually, each of the nine items? 


MR. EVANS: No, but I am sure my friend can just do 
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that right across the page. Have you made the individual 
calculations on rate of return? 

A. No, some are above the average and some are below 
the average. 

COMMISSIONER INNIS: What is the Significance of 
this difference between cost of investment or par value of 
the principal amount of stocks and bonds? 

A. Take our communications, for example, Dr. Innis, 
that would be the cost of the investment. 

MR. EVANS: You mean the cost of the properties 
providing the service? | 

Henin LCs : 
Q. There are no stocks and bonds in the communications 
department? 
A. No, but the $3 million for the Canadian Pacific 
Express Company is the capital stock. 
COMMISSIONER INNIS: Par value? 
As hat dehei cht). andsso- on, 

MR. FRAWLEY: Perhaps if you went down the lines 
it would only take a minute, and indicate which is which in 
each case? 

MR. EVANS: Go ahead, Mr. Liddy. That represents 
the Canadian Pacific holding of Canadian Pacific Express 
Company stock - that $3 million. Now, the Fredericton and 
Grand Lake Coal and Railway Company - what does that item 
of $605,000 represent? 

A. Well, from memory, Mr. Evans, it represents 
capital stock and bonds. 

MR. FRAWLEY: Mr. Evans, I really should not have 
bothered; it appears on page 13 of the Judgment, stocks and 


bonds, and I think with the exception of’ the Express and 
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the Communications, it is all here. 

MR. EVANS: Well, hotels probably - that represents 
the actual investment in the property in hotels? 

A. Yes, the net investment after depreciation. 

THE CHAIRMAN: Are we talking about the Fredericton 
and Grand Lake Coal and Railway Company? 

MR. EVANS: Well, the witness said that according 
to his memory that was stocks and bonds of that Company, 
and Mr. Frawley interjected to say, that in the Board's 
Judgment it is really shown that some of each are held, and 
I simply drew attention then to the item of "hotels" as the 
Only item in which it was not a question of stocks and bonds 
but which represented an actual investment in physical 
property. 

COMMISSIONER ANGUS: Were these eight items discussed 

individually, or proposed individually, or was it more or less 
agreed that all should be in or all out? 

MR. EVANS: No, there was no agreement on any of 
them. There was a substantial amount of argument both in the 
20 Per cent and 21 Per cent Cases about the necessity or 
otherwise of having them in. 

COMMISSIONER ANGUS: I meant, was the argument 
that all should be in or all out, or was there a special 
argument on each one? 

MR. EVANS: Ghevs was a special argument on each 
One. 

THE CHAIRMAN: You would argue them all out? 

MR. EVANS: Yes, sir, for different reasons in 
many cases, but all in principle for the same reason. 

Now then, you have given us, Mm. Liddy, the figure 


of return on Exhibit 189 derived froom these enterprises. 
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Now, apart from the question of earnings on the properties, 
what is your view as to the propriety or otherwise of in- 
cluding them in railway earnins? 

A. On looking over the list, Mr. Evans, I can see no 
justification for mingling such earnings and investments 
with the railway earnings and investments. The results which 
are shown here for communications, for example - - 

Q. That is the first item on the Exhibit? 

A. Yes, are related only to the public service of 
transmitting messages in competition, if you like, with the 
telephone companies and under the form of public regulation 
which is in effect for communication companies. 

Q. Now, when you speak of "public regulation", that is 
by the Board of Transport Commissioners under the Railway Act? 
A. Yes, sir. Such telegraph and wire Benes Jed 

required in the operation of the railway are paid for by 
the railway at cost, and the amounts so pag are duly reflected 
in railway operating expenses. 

Q. Now then, I would like to, before I go on, make a 
correction in our Brief. I am going to deal next with the 
Express Company, and I would like to correct a statement 
made in Fart II, page 30. In the middle of the page there is 
&@ paragraph beginning: "This is by far the major operation..’ 

THE CHAIRMAN: Will we strike out that paragraph? — 

MR. EVANS: No, sir, I am just going to make some 
technical corrections in language. In paragraph 2 on page 
30, it says;- 

"This is by far the major operation of the 

Express Company. Its subsidiary Operations in- 

clude the sale of money orders and other financial 

paper. It also has some income from invest- 


ments. The net income from the sale of commercial 
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~ LEY 30s Mr. Liddy 


paper, and from investments is the only real 

net income of the Express Company...". 

Now, I ask that this be changed to read as follows. 
The sentence beginning: "The net income from the sale of 
commercial paper" should read after the word "paper" - 

"...18 taken as Cther Income of the Canadian 

Pacific. The income from investments is the 

only real net income of the Express Company". 
and so on. It carries on as it was. It is just a technical 


change in language. 


(Page 16733 follows) 
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THE CHAIRMAN: You Say here, "The net income 
from the sale of commercial peper".-- 

MR EVANS: You strike out the word "and" after 
"paper", sir, and you insert the words "is token as Other 
Income of the Canadian Pacific". 

THE CHAIRMAN: Do you mean the Canadien Pacific 
Railway Company? 

MR EVANS: Yes, sir. 

THE CHAIRMAN: Not the express company. 

MR EVANS: No, sir. It is the income of the 
express Company that is taken into the accounts of the 
Cenadien Pacific as Other Income where it involves the 
Sale of commercial paper. Then you would start the new 
Sentence, "The income from investments and so forth is the 
only real net income", and so on. 

THE CHAIRMAN: I think that was explained yester- 
day, was it not? 

MR EVANS; I do not recall having explained it, 
It was drawn to my attention es a technical misstatement, 
and I wented to correct it, 

THE CHAIRMAN: Yes, I think this makes your para- 
Sraph conform to the evidence. 

MR EVANS: I am reminded that Mr. Liddy did speak 
Lorre yesterday. Your memory is quite right, sir. 

Q. Now, you have been giving your views as to the 
lack of justification for including the earnings on invest- 
ment from communicstion Services; what do you say in this 
connectiom with regard to the express business? 
¢ A. That is item 2 on Exhibit 189, Mr. Evens? 

Q. Yes. 

A. The revenues and expenses which pertain to the 
actual handling of express over the rail facilities ere 


elready reflected in the railway income eccount. 
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Q. Theat is outside that item of 286,992 on Exhibit 
189? 

A. That is right; end the only matter in 
question here then is that relatively small income, 

Q. You say relatively Small; you are speaking now of 
the 286,992 shown on Exhibit 189? 

Way Lee. 

Q. Now, whet have you to say about the return that 
the Canadian Pacific gets from its investments in the 
Toronto, Hemilton and Buffalo Railway Company, the Northern 
Alberta Railways Company and the Toronto Terminals Railway 
Company? Those sre three shown on that seme exhibit. 

A. Those ere items 5, 7 and 8, I think, Mr. Evans. 

Ge Yios, 5, 7 anaes, 

A, The Canadian Pacific has invested some of its 
funds in the securities of these companies. These invest- 
ments are the same in principle ss if the company had in- 
vested such moneys in say government bonds. These invest- 
ments are not shown as part of rail investment, end there- 
fore the income from these securities ought not to be 
treated as rail income. Each of these companies is en- 
titled to earn a reasonable return on the investment in its 
properties, and to the extent thet Canadian Pacific holds 
Securities it naturelly receives se proportion of the return 
which such companies are eble to earn. It seems illogical 
to suggest that the earnings which Coenedian P cific receives 
from them should be added to the return which Canadian 
Pacific has been able to earn from its railway property. 

Q. There is an item on Exhibit 189, the Minneapolis, 
St.Paul and Sault Ste. Marie Reilrosd Company; would you 
express your views with regard to the suggestion to include 
the earnings from the securities of that company in railway 


accounts? 
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A. The position with regerd to that company is sim- 
ilar to that. with regsrd to the companies which I heve just 
mentioned. In the case of the Soo Line there has been some 
tendency to point to the fact that the company's guerentee 
of the interest on certain bonds of the old Soo Line Company 
places the investments in Soo Line securities in ea different 
category. I should like to explain this situation. 

Q. Before you do So, Mr. Liddy, may I put this to you, 
that the guarantee of bonds is the guarantee on the old Soo 
Line Company before its recent reorganization? 

An wet. Ls. nicht. 

Q. And it has now been reorganized, and there is 9 new 
company with e slightly different name? 

Piso NBS. 

Q. Now, will you tell us about the guerantee and how 
it erose? 

A, The guarentee of interest on the old Soo Line 
bonds was given under on agreement mede about 1890, This 
agreement was one by which the Soo Line agreed to give all 
of its treffic destined to points in Canadas to the Canadien 
Picific. Thus the consideration for the guerantee was the 
traffic received under the egreement. 

Q. Whset happens to the earnings from the treffic re- 
ceived under the agreement? 

A. Those earnings are included in Ccnadian Pacific 
rail earnings, 

Q. Now, that being the consideration for the guerantec, 
what do you say about the peyments of interest under the 
guarentee which have had to be made? 

Ae I consider the payment of interest under the 
Suerantee should therefore be e cherge upon those earnings. 

COMMISSIONER INNIS: Have there been years in which 


you have had to pay? 
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MR EVANS: Oh, yes. Whot happened, sir, was 
this: I think it was about 1938 when the Soo Line, the 
old company, went into bankruptcy, and when it did so it 
defaulted on its three issues of bonds, Now, there were 
guarantees of interest under this egreement of which Mr. 
Liddy has Spoken, end when the default occurred the com- 
peny wes called upon to pay the interest under its 
Suarantee, and es the bonds matured -- there have been two 
of the issues, of the very large issues, thet have 
matured -- the guarantee came to an end. There was liti- 
getion about that, but we Succeeded and the guarantee came 
to an end the only remaining guarantee is on what are 
known as the old first refunding bonds, which is really a 
third mortgage, 

THE CHAIRMAN: Whet became of the litigation? 

MR EVANS: We were successful in 2 number of 
actions, and then the large action was brought by a 
number of savings banks end insurance companies which were 
large holders of these bonds, to have it decloered thet our 
guarantee continued until the peyment of the principal, and 
that sction never came to triel. The agreed plan of re- 
orgenization was formulated between the conflicting parties 
end the Canadian Pacific, end as a result of thet agreed 
plen of reorganization the action was dropped and the 
Suerantee lapsed on the large issue of first ond second 
mortgege bonds, and remains until ot least meturity of the 
first refunding bonds. There is an elaborate provision in 
the plen of reorganization for the deposit of these | 
guaranteed bonds ond the holding of those gusranteed bonds 
bYcar trustee -—~ itis. very eleborste procedure worked out 
-- but the plan did not disturb the guerantee so far as 
there was no dispute up to the point of maturity. There has 


been no decision on the first refunding bonds. 
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COMMISSIONER INNIS: The méin point would be 
that you will not in future be involved in any deficit? 

MR EVANS: Oh, no, sir, we are not involved in 
any deficits. There is no further guarantee of the new 
Securities, We will for some little time have to pay 
Something under the gusrantee of any first refunding 
bonds that ere outstanding, 

COMMISSIONER INNIS: But that will be offset, 
presumably, by other income from the--- 

MR EVANS: The earnings on the traffic which we 
Sot under that agreement for many years before we were Ay 

called upon to pay anything under the guerantee. 

Q. You have spoken about the matter of the guarentee 
of interest, and you have also described your view as to 
the position in regard to the securities of these other 
companies; does the fact, in your opinion, that the 
Canadian Pacific has invested some of its earnings in the 
Securities of the new Soo Company change the position at 
orn? 

Ae Nos; it dees not change the position, Mr. Evans. 
The investment of the Canedien Pacific and the reorganized 
Soo Line Company is not included in the Cenedisn Pacific 
rail investment, and the earnings received thereon should 
not be treated as rail income. 

Q. Now, there is another one on that exhibit, Mr. 
Liddy, called the Aroostook Valley Railroad Company; would 
you give your views ss to that? 

A. That is the case where the Canedisn Pacific Railwey 
Company simply made an investment of some of its funds in 
Securities of the Aroostook Valley. The Canadian Pecific 
does not include in its reil aAnvestment the emounts in- 
vested in these securities, 


Q. Now I want to esk you about page 27 of the 
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Appendix to Pert I, Mr. Liddy, I notice thot that poge 

is in very, very small print; have you got with you some 
enlarged copies of that Statement to sssist the Commission 
in following your discussion of that? 

A. Yes, I have some enlargements which may be dis- 
tributed, Mr. Evens. 

MR EVANS; May we have that filed as Exhibit 
190? It is the same thing as page 27 of the Appendix, 
but it will be a little easier to follow on an enlargement. 

~--EXHIBIT 190: Enlarged copy of page 27 of 

Appendix to Pert I, C.P.R, brief. 

MR EVANS: Q. Now, I understand, Mr. Liddy, that 
in the process of reproducing this page of the Appendix 
you found thst an error was made in the property invest- 
ment figure in 1948; would you draw the attention of the 
Commission to that? 

A. Yes. The net railway property investment for the 
year 1948 was shown incorrectly. I believe the enlarge- 
ments now distributed as Exhibit 190 show the correction 
in ink, There is olso a small correction--- 

| Q. So that figure of 1,031 million odd should be 
1,021 million odd? 

Pehylthatoia right, 

Q. Just the change of the digit 3 to 2. And that 
does affect, I think, also the column entitled "Rate of 
Return on Net Roilway Property Investment", which shows 
for the year 1948 1.79 per cent; thet, I gather, should be 
1.853.148 that right? 

Ae. Thatsis right. 

Q. Now, Mr. Liddy, would you be good enough to com- 
ment on thiss table? 

A. Thils table is am attempt to assemble on one page 
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of the company over 64 years, since 1885, the year in 
which the first rsil connection between Eastern Canada 
and the Pacific Coast was completed. 

Q. Now, what basis did you use in preparing this 
table, Mr. Liddy? 

He The basis of the figures in this teble is the 
published accounts of the company, adjusted to carry back 
to past years the effect of current accounting distribu- 
tions now being made, 

Q. Now, what are the most important of those? 

A. There ore two: First, the distribution of income 
tax between rail and non-rail; and, secondly, the bringing 
of corporate and income tax depreciation records into 
egreement with one another, 

Q. That is something you did in 1948? 

As Yes, 

Q@- As I think you said yesterday? 

A. Yes; and that is set out in our 1948 Annual 
Report to the Shareholders. 

Q. That will be found at peges 10 and 1l of the 
1948 Annual Report. Now, I notice that the first ten 
columns on this statement -- Mileage Operated, Net Railway 
Property Investment, Revenue Freight Ton Miles, Revenue 
Passenger Miles, Number of Locomotives, Gross Karnings, 
Working Expenses including Railway Taxes, Net Earnings, 
Ratio Net to Gross Earnings, and Rate of Return on Railway 
Property Investment -- have to do with the Canadian 
Pacific Railway property; and is it right to say thet 
that excludes enything but the railwey property, railwey 
operations? 

A. That is correct. 

Q. Now, I notice thet efter that Rate of Return 
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the page is "Other Income less Taxes", and am I right 

that it is in that Other Income that such things es net 
earnings from ocean steamships, hotels, communications 

and dividends from Say Smelters are included, and that 

the remainder of the Statement after that column, entitled 
"Other Income", is related to the over-all or corporate 
position of the company? Am I right in that? 

A. That is right. 

COMMISSIONER INNIS: This is the income before 
fixed charges? 

MR EVANS: Tee 5) 817 2 well, income before 
fixed charges you will see is the column next efter Other 
Income, and all the Succeeding colums ore corporate. 

Q. Then were you going to comment on that, Mr.Liddy? 

A. Yes, I would like to make a few comments as to 
the growth of the railway enterprise over the years. This 
Srowth can be followed from looking at the figures in the 
first two columns, which show year by year the mileage of 
road operated and the amount in dollars of net railway 
property investment. 

Q. Thet shows, then, that you had to begin with, in 
1885, at the end of 1885, approximately 4,000 miles, and 
thirty-five years later, about 1921, you had about 13,000 
miles, and today 17,032.7. Then have you anything to say 
sbout the growth in the net railway property investment? 

A. Yes. It shows a corresponding growth with the 
Srowth of the railway mileage, The Commission will note 
that the net railway property investment--- 

THE CHAIRMAN: Pardon me a moment, so I won't go 
estray. 1948, the mileage is given ss 17,000-odad, 

MR EVANS: Yes. 

THE CHAIRMAN: Does that include leased lines? 

MR EVANS: Mileege opereted would include leased 
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lines operated, yes, 

THE CHAIRMAN: There is an item of over 9,000 
miles in one of the other exhibits, of leased lines; are 
they included? 

MR EVANS: Yes. They ere Operated by the 
Conadian Pacific. This is mileage operated by the 
Caneaian Pscit i.e. 

THE CHAIRMAN: Yes, I see, I thought the total 
milesge was greater than Ef ZQ00% 

MR EVANS: Not greater than 17,000. You per- 
haps should distinguish -- you may heer a greater figure 
in relation to miles of track. Mr. Liddy is quite 
familiar with that distinction. 


(Page 16744 follows) 
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THE CHAIRMAN: There is a distinction between 
miles of track and mileage operated? 

MR. EVANS: Yes, because if you have double 
track you would count it twice to get the miles of track. 

THE CHAIRMAN: You only count it once to get the 
miles operated? 

MR. EVANS: Q. Am I right, Mr. Liddy? 

A. Yes, mile load is irrespective of whether it is 
double or single track. 

THE CHAIRMAN: The figure you gave the other 
day was mileage 9,000 for leased lines operated under 
contract, that does not mean miles of track? 

MR. EVANS: I have forgotten the figure. I 
think what your lordship is referring to is the summary 
of mileage operated, appearing on page 2 of the Appendix 
UG Part 1. You will see there mileage operated, and 
miles of track. We have there "miles of all tracks: 
first main track - other main tracks - industrial track - 
yard track and sidings", with a total of 23,664. 

THE CHAIRMAN: In that respect, 13,682 miles 
was your own? 

MR. EVANS: Yes, that is miles of track. 

THE CHAIRMAN: And 9,203 miles you did not own, 
but you operated under lease or contract? 

MR. EVANS: Yes. 

THE CHAIRMAN: When you come down to the other 
way of looking at it, that is miles operated, how would 
those figures compare? 

MR. EVANS: The mileage operated? 

THE CHAIRMAN: You reduce both of those figures, 
the 13 and the 9? 

MR. EVANS: Yes. 

THE CHAIRMAN: Can you tell me how the 17,000 
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would be divided as between your own mileage and leased 
mileage or contracted mileage? 

MR. EVANS: I would be glad to give you that. 

Q Mr. Liddy, have you a figure dividing the miles 
of road shown in the first column of this Exhibit 190, 
as between those owned and those operated under lease? 

A. Yes, Mr. Evans, that is given in our report to 
the Dominion Bureau of Statistics. 

THE CHAIRMAN: Q. You are getting that, Mr. 
Liddy, are you? 

A. Yes. Iwas referring, Mp. Chairman, to Exhibit 
183, Schedule 243, 

THE CHAIRMAN: I think, Mr. Evans, that the 
information I wanted is here on page 2. There you have 
the owned first main track, 9,528, and operated {70008 

MR. EVANS: Yes; I did not realize that miles 
of track and first main track meant the same thing. 

THE CHAIRMAN: Yes; that is the answer to my 
question. 

COMMISSIONER INNIS: Have you any calculation, 
Mr. Evans, as to the rate of returm including other 
income, let us say the percentage? 

MR. EVANS: I should think it would be quite 
easy to calculate it, because we have the rate of return -- 
I suppose that excludes some of the -- we could give it 
to you, 

Q. Have you got a figure showing the rate of return 
earned on the entire corporate investment from the entire 
corporate income of the company? 

A. No, we don't usually produce that figure, Mr. 
Evans, because some of the other investments are not based 
on cost, such as railway investment is. I don't think I 
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quite unusual to do it, Dr. Innis. 

COMMISSIONER INNIS: Q. My point would be made 
by simply adding the net earnings to other income,less 
taxes, and then the rate of return on railway property. 

I think you have something else in mind? 

A. Vee. 

MR. EVANS: He would have to add up the investment 
on all these things. 

THE WITNESS: Your investment 1s never a firm 
figure; itis Something you buy and Sell; whereas, railway 
property, you have the same figure in cost. 

MR. EVANS: Q. Would you deal with the column 
entitled "Revenue freight ton miles", thateis; the third 
column of figures on Exhibit 190? 

A. Revenue freight ton miles increased steadily in 
volume along with the expansion of the railway until 1913, 
after which, while there was a continued but gradual 
growth trend, that fluctuated until the outbreak of the 
second World War. 

Q. What you mean is that there was a very continuous 
up-trend from 1913, and then you began to have recessions, 
and increases, and recessions again, until 1939. Is 
that to the end of 1939? 

AY Yes, or the commencement -- the endof 1939 -- 
1940. Then in 1941 for the first time in the history 
of the company the gross revenue freight ton miles exceeded 
twenty billion, and in the eight years, 1941-48, they 
have averaged twenty-five billion ton miles. 

Q. What is that as compared with the average in, 
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cent greater than the revenue freight ton miles handled in 
1928, which was the pre-depression peak year. 

COMMISSIONER INNIS: The figure in 1947 is 
not very clear on this copy. Is that 20 or 26? 

MR. EVANS: Mine is a little blurred: fogs bit 
looks like 26, 

Q. Mr. Liddy, have you got that cleared up on your 
copy, the figure as to revenue freight ton miles for 1947? 

R. I think 27 billion is correct, 

Q. Would you deal next with the column headed 
"Revenue passenger miles," 

A. Revenue passenger miles reached record breaking 
levels in the years 1942 to 1945; put it may be a 
Significant commentary on the railway passenger traffic, 
that in 1947 and 1948 when we were operating the 
17,000 miles of road the revenue passenger miles were 
back to the 1910-1920 levels, and were actually less than 
in 1913, at which time we had 11,000 miles of road, 

Q. The next column is number of locomotives. Would 
yo.like to comment on that? 

A. It may be noted that the unprecedented traffic 
volume of 1941-48 was handled with fewer locomotive units 
than were operated in any of the twenty-five years prior 
to 1939. 

Q. How has that been accomplished? 

A. That was the result of improved methods of 
operation, larger units and more efficient types of unit. 

COMMISSIONER INNIS: What is the explanation 
of the constant figure from 1915, 1916 to 1927? 

MR. EVANS: Q. What explanation is there for 
that, Mr. Liddy? I notice that too, 

A. In that period we were on renewal accounting 


for equipment, and we did not retire any locomotive unless 
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we had a new one coming along to take its place, The 
result, incidentally, was that we had some locomotives 
placed on spare tracks, the parts of which could have 
aah int been used as second-hand materials. I might say 
tiene of the reasons we abandoned renewal accounting 
for equipment; it inclines to paper railroading. 

THE CHAIRMAN: Q. You had been using renewal 
accounting up to what date? 

Ae Hp) to 1930, 

MR, EVANS: Q. When you say "paper railroading" 
you mean a reluctance to retire a unit and have a 
charge to expense or replacing it in a certain period 
of time? 

A. Yes, 
ae Is that what you mean by"paper railroading"? 
AS It has that inclination, yes, Mr. Evans. 

THE CHAIRMAN: Q. What do you do with the cast- 
offs? 

MR. EVANS: Q. What do you do with cast-off 
locomotives when youretire them? 

MR. FRAWLEY: Send them to the Northern Alberta 
railway. 

THE WITNESS: We dismantle these locomotives 
and make use of any second-hand parts that are salvageatle; 
of course steel can always be sold as scrap. 

THE CHAIRMAN: Q. You do not keep them for use? 

A. Oh, nos; once they have been retired from service 
they are immediately scrapped. 

MR. EVANS: Q. I suppose you have some marginally 
used locomotives which you keep only for peak movements 
or something of that kind? 

A. Yes; in ordinary times there are marginal 


locomotives. Traffic is never uniform in volume, and 
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there are times when you have to Store these locomotives 
in what is called, in railway parlance, under white lead. 
THE CHAIRMAN: We will take a few minutes 
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- UPON RESUMING 


MR. EVANS: Now, you last dealt, Mr. Liddy: with 
the item headed "Number of Locemotives". Now, would you 
next deal with the four items entitled "Gross Earnings", 
"Working Expenses Including Railway Taxes", "Net Earnings " 
and "Ratio Net to Gross Earnings "9 | 

A. It is significant that during one half of the rail- 
way's history, the ratio of net to Sross ranged generally 
between 30 and4O per cent. 

Q. Now, you are looking down the column to the period 
ending with about 1917, am I right in that - perhaps 1916? 

A. Yes, about that period, Mr. Evans. 

Q. And throughout that period you say, that the ratio 
of net to gross was upwards of 30 per cent? 

Rewetnat Ls right. 

COMMISSIONER ANGUS: The item "Railway Taxes" 
includes what taxes? 

A. That includes municipal taxes, provincial taxes 
and railway income tax so computed as applying to the rail- 
way in contra-distinction to income tax applying to Other 
Income. 

MR. EVANS: Now then, what about the period sub- 
Sequent to 1918 on ratio of net to gross? 

A.Subsequent to 1918, the ratio has been less than 20 
per cent, and for the years 1946, 1947 and 1948, the ratio 
has been less than 10 per cent. 

Q. That is, notwithstanding the large increase in 
Sross earnings that was experienced in those years? 

A. Yes, notwithstanding that fact, Mr. Evans. In 


1948, the gross earnings and working expenses were 
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$355 million and $336 million respectively. 

Q.° That is to say, earnings were over $355 million, the 
expenses were over $336 million, and yet you point to the 
ratio of net to gross of 5.18 per cent? 

aa Theat ie right, 

Q. The ratio is 5:18 

Her -¥os; that is Slightly less than 5 cents out of each 
dollar the railway earns. 

reed Cadnik it 435.24 little more to be accurate. 

A. Yes, Slightly more. 

Q. About 5 1/5 cents or thereabouts? 

Be §6Yes". 

Q. Now then, the next column after the ratio of net 
to gross, is the "Rate of Return"? 

MR. FRAWLEY: My lord, before Mr. Evans discusses 
this, I do not want for a moment to revive yesterday's dis- 
cussion. I merely would like it on the record that we do 
not accept that figure "Rate of Return on Net Railway Pro- 
perty Investment" as truly disclosing the rate of return 
because, of course, we challenged the second column "Net 
Railway Property Investment". 

Now, we were heard on that point yesterday, and I merely 
want to make it clear this morning that we still maintain 
that position, and, therefore, this "Rate of Return" column 
that my friend is going to discuss, is not the rate of return 
for rate fixing purposes that my friend is using it for. 

THE CHAIRMAN: Do you mean to tell me then, that 
we have already pean hat you and others intend to bring to 
uS against this? 

MR. FRAWLEY: Your lordship has not heard all we 


have to say on the question of the rate base and rate of 
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return, but I do not want our silence this morning to indi- 
cate that there was no change in our attitude of yesterday. 

THE CHAIRMAN: Your silence is without prejudice? 

MR. FRAWLEY: Yes, sir, yesterday and today and 
forever. 

MR. EVANS: Now, Mr. Liddy, under this cloud that 
Mr. Frawley has put upon us, would you please comment upon 
this column entitled "Rate of Return on Net Railway Property 
Investment"? 

A. That column shows a rate of return exceeding 7 per 
cent for the year 1912. 

Q. That is, 7.28 per cent in 1912 - yes? 

A. A rate exceeding 6 per cent in the years 1910, 
Tedd se O35). 

Q. Now, that figure of 7.47 in the six months ended 
December 31, 1916, I suppose, is a half-yearly figure? 

You see that figure of 7.47? 

ao ea Chat is a halt year, Mr. Evans. 

Q. Now, then, what happened to that rate of retursm in 
Subsequent years? 

A. I would like to point to the years in which the 
rate of return was about 5 per cent. They were the years 
190 - - 

Qruneied. 1. 5.81 29 


Ae LOOK, 
Q. 5.94, 
my Aol. 
Oe 5).26.. 
A. 1916 - - 


COMMISSIONER INNIS: Are you excluding tmis 6? 


THE CHAIRMAN: You passed over the years that 
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produced more than 6 per cent. 

MR. EVANS: I think the witness mentioned one year 
that produced over 7 and then he mentioned several years that 
were over 6. 


THE CHAIRMAN: Now you are on the years between 5 


and 6? 

MR. EVANS: Yes. 

MR. FRAWLEY: Coming down the toboggan? 

MR. EVANS: We certainly ‘are on the Skids, Mr. 
Frawley. 


MR. FRAWLEY: You got pushed back up this morning. 

THE WITNESS: Then there was the year 1917, Mr. 
Evans - 5.24 per cent, and the year 1943, 5.18 per cent. 

MR. EVANS: Now, have you anything further to say 
about that column? 

A. I would like to draw attention to the year 1948, 
when the return on net railway property investment was only 
1.80 per cent. 

Q. Now then, turning to the column entitled "Other 
Income" - - 

COMMISSIONER INNIS: Before you leave this Table, 
I hope I won't precipitate a further controversial discussion, 
but it would seem that the wide range in the rate of return 
would indicate that net railway property investment was not 
a very satisfactory possible rate base. Now, I do not want 
you to become involved in further controversy. 

MR. EVANS: Would you like me to comment on it? 

COMMISSIONER INNIS: Yes, I would. 

MR. EVANS: I will try to not start a roar behind 
me. I think it is fair to say, that by and large the net 


property investment rate base, leaving aside my friends' 
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challenge about what is in it, and what is out of LG, "re the 
basis which the United States regulatory bodies have come to 
adopt. 

Now, it began in a very different way. My friend, Mr. 
Smith, yesterday, referred to the doctrine in the United 
States Constitution out of which grew the decision in Smyth 
v Ames. Now, that was Simply this, that you might not take, 
as it were, the property of a utility and devote it to the 
public use and through regulation prevent that property from 
earning a fair return. Now, in Smyth v Ames, it was laid 
down, that you ought perhaps to look at,as well as the origi- 
nal cost ,the cost of reproduction, and I think there is also 
irr one of “the Statutes, one of the State Statutes, a pro- 
vision that the return is to be figured on reproduction cost. 

The Interstate Commerce Commission made a valuation 
and have kept that up to date on a reproduction cost basis 
until about two years ago. They may still keep the figures. 
They, for many years, allowed a rate of return based on an 
average of the depreciated cost basis and the reproduction 
cost less depreciation, and so up until Ex Parte 166 that 
was the basis on which the Interstate Commerce Commission 
went. 

Now, in a long series of cases which followed Smith v 
Ames, the doctrine of reproduction cost was pretty well 
tossed overboard. I think my friend Mr. MacPherson is 
the author of a statement in the proceedings before the 
Board that the ghost of the case of Smyth v Ames was laid. 
The ghost that was laid was the ghost of reproduction cost. 

Now then, I think it is a fair summary to say, and I 
Bave the Commission a reference to Mr. Priest's argument, 


that by and large the principle is a depreciated investment 
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base or a depreciated historical cost base. Now, it may 
have its short-comings. Some people think it has; some 
people think it should be reproduction cost; other people 
think that the difficulty of getting a reproduction cost is 
SO great as to remove any practical value from that sort of 
thing. We know that the American railway valuation took 
fifteen or twenty years as a minimum and it is coming down 
to looking at what practically is valuable for the purpose 
Of providing a rate of return. We think it is a practical 
basis. 

COMMISSIONER INNIS: I was wondering whether the 
indications of very wide fluctuations in your Exhibit 188, 
as well as the very wide range indicated in these figures 
running from 1.80 to 7.47, may not suggest that in Canada 
the problem of variability of traffic would mean, that 
adherence to net railway property investment would produce 
wide rigidities? 

MR. EVANS: Well, I agree with you to this extent, 
that if you were to say to a railway company: "We will 
guarantee you so much on your property investment" that 
that would provide those rigidities. The experience with 
that is rather interesting, because in the Transportation 
Act of 1920 in the United States there was a provision that 
the regulatory tribunal, the Interstate Commerce Commission, 
Should permit the railways in that country to eam a return 
of 53 per cent. While you might permit one railway or 
ten railwaysto earn 53 per cent, if the law requires it to 
be common to all of them, you could never guarantee that 
the smallest or poorest railway would get 54 per cent. 

Now, we can quite see that you ciannot guarantee a 
return, but my submission would be th.at the regulatory 


tribunal when it is asked to increasse rates could give 
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permission to increase rates to permit the Company to earn 
a return as high as that. In other words, they would not 
Operate to reduce rates if the return fell below a certain 
figure, but I would not Suggest for one moment that a 
regulatory tribunal could guarantee in good times and bad 
that a return would be x per cent, no more and no less. 

THE CHAIRMAN: When you use the word 'guarantee", 
what do you mean? 

MR. EVANS: I thought perhaps it was implicit in 
Dr. Innis' question that there was something rigid in the 
rate of return and that that might not be possible in view 
of the acknowledged fluctuations that have been general 
Over a period of years. 

COMMISSIONER INNIS: I wonder if it would be possibli 
for the Board to work out a formula which would admit of 
such fluctuations in the rates as seem to appear? 

MR. EVANS: Well, as a practical matter, sir, 
wouldn't it amount to this, that the railways would go to 
the Board asking for an increase in rates, and if the increase 
in rates asked for would not produce greater than the return 
which the Board thought was fair on the investment, the 
application would be granted. Now then, if the railway did 
not obtain the revenue that it thought it was going to 
Obtain, it might drop down a little bit, or, in Specially 
good times, it might go up, but there would be no rigid 
adherence, no guarantee, for instance, that in depression 
times the railways would have to have that return. In 
their own interests they probably would not want to go and 
ask for an increase in rates that would give them a 
Specified return in a period of depression. 


COMMISSIONER INNIS: But you would need a Board - 
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I won't say omniscient, but one which followed very closely 
the whole problem of braffic, net earnings and so on? 

MR. EVANS: I wonder if you do, Sir. You take 
a given situation. Let us Suppose that this Board in the 
Judgment handed down today, had suggested that you might 
increase rates X per cent, and that when rates were increased 
that that would provide a return of Y per cent on the invest- 
ment, and that they deemed that fair and reasonable. Now, 
it would not follow at all, that they would have to be 
omniscient, because if the return went up, we will say in 
1950 - suppose they allowed 6 per cent and the return went 
up to 72 or 8 per cent they would just step in with an 


order to reduce rates. 
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The principle is exactly the same whether you ere going 
on requirements or going on rate of return. The require- 
ment principle is that you earn so much money, while the 
return on investment principle is that you earn so much 
money, only you calculate--- 

THE CHAIRMAN: Then this would be a sort of 
yearly revision, would it? 

MR EVANS: I think that is inherent and implicit 
in any method, whether you gO on requirements or on return 
on investment, becouse, efter ell, the return on invest- 
ment can be calculated snd will produce 2 certain number 
of dollars. Now, it does not make any difference how you 
arrive at the number of dollars you are going to be per- 
mitted to earn, you still have thot problem. 

THE CHAIRMAN: Are we concerned with the pre- 
vailing capital rates on the market in attempting to work 
out whet is needed? 

MR EVANS: Oh, yes. Then, of course, in deter- 
mining what the permissible return would be, they would 
have regard to the conditions of the market. That would 
have to be established in evidence. We did do that in the 
20% Case; we did give a lot of evidence about the amount 
of return necessary to attract capital. There were a 
large number of exhibits Showing trends of prices of 
Stocks and whet they yielded, how they were selling, what 
yield basis they were Selling at. There was a very large 
number of exhibits. 

COMMISSIONER INNIS: Would not the Board almost 
certainly move into the next step, that is to say, consider- 
ing the sort @f securities which would be used? If you 
were to depend. on common stock, es I presume would be the 
case with the @anadian Pacific, it would be 9 vastly dif- 


ferent situatiaon then one in which you were, sey, dependent 
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on bonds. 


MR EVANS: Yes, I think SO; but I think that 
there is pretty well s rule of thumb for that too. There 
was evidence by Mr, Northey Jones in the 20% Case on that 
very subject. He expressed a very definite Opinion thet 
it was desirable to keep the ratio of debt to total 
cepitelization below 50 per cent, send on that basis he 
calculated his rate of return on 8 theoretical cepital 
Structure. That certainly can be done, but I would not 
ask any board to make a rigid determination for all time, 
under all circumstences, of 5 certain rate of return, and 
to guarantee that to us in e111 circumstances. 

COMMISSIONER INNIS: I am Just worried as to the 
sort of problem thot is being imposed or being placed 
before the Boord in 2 country in which fluctuations sre so 
wide. 

MR EVANS: Well, as I Say, the same problem 
arises whether you go on requirements or on return on 
investment, because your ratio here is derived from the net 
in relation to investment, end if the net fluctuates, as 
it will do, you have still got a fluctuation even if you 
SO on @ requirement basis. 

COMMISSIONER INNIS: I om sorry to heve taken so 
much time, 

COMMISSIONER ANGUS: May I follow up that question 
by this one? Do you attribute the Wide fluctuetions of the 
figures in this column to the fluctuating character of the 
railway business 2s an enterprise, or do you think that 
they result in pert from rigidities in epplying rate con- 
trols -- I mean in ellowing increases when they sre 
desirable and making decreases when they ere desirable? 

MR EVANS: I do not think you could say any one 


factor, I would think thet increases in unit costs, in- 
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creases in wages, changes in rates, changes in competi- 
tion -- slmost an unlimited number of things -- could 
eafirect that. retic. Perhaps I heve not followed you. 

‘COMMISSIONER ANGUS; Do you consider that 
the spread between the fat years and the léan ones is 
greater than it should be if you had, shall we say, a 
more responsive system of rate regulation? 

MR EVANS: Well, I do think so to this extent 
-= perhaps not eltogether, but let me take the first 
case. If you speak of the period from the twenties to 
the thirties, you might quite properly expect quite a 
wide fluctuation; but, on the other hand, vo find in 
@ period of very high traffic volume a downwerd curve in 
the return would indicate thet there is too much time 
consumed between the application for relief and the grent- 
ing of relief. That has certainly been one of our 
greatest problems, 

THE CHAIRMAN: Have you anything specifically 
to suggest about Shortening that time? 

MR O'DONNELL: Forbidding Mr. Frawley from 
going into those cases, 

THE CHAIRMAN: I do not mean the extermination 
of your opponents at all. 

MR EVANS: I would not want to exterminete them, 
but I would hope in the course of time thet our motives 
end our meeds would be better understood by our friends, 
end I think thet if thet should take place much of our 
difficulty about lapse of time would have disappeared. 

MR FRAWLEY: When Mr. Evans understands our 
needs we will understend hi.s. That has been his trouble 
dll through the years. 

MR EVANS: I thougght I made a very fair retort 


to the Cheirmen, Mr. Frawley~. 
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MR MACPHERSON: [I think, Mr. Evens, thet it 
Should be sdded, perhaps, that there was evidenc®é led by 
wne- C.P.R. in the 20% Case as to rate base and rate of 
return. Rete base was Suggested as One-billion-one. The 
evidence of Dr. Dorau was that a fair rate of return would 
be 8.2 per cent. 

MR EVANS: Yes, a fair rate of return would have 
been 8.2 per” cent, according to Dr. Dorou. 

COMMISSIONER INNIS: Thet is 8 per cent on the 
net roilway property investment. 

MR MACPHERSON: That wes whet was asked for, end 
I will be glad to file with you en exhibit put in at that 
time ond acknowledged by Dr. Dorayu which would indicate the 
extent to which freight rates would have to be raised in 
Canada to produce that. 

MR EVANS: Well, that iss very interesting 
interjection of Mr. MacPherson's, because his Sole cross- 
exemination of Dr. Doray had nothing whatever to do with 
his evidence, but as to how he would rsise the money, which 

Cwas not a matter of concern to Dr. Dorau, because he had 
no ides, and Mr. MocPherson put in an exhibit showing whet 
increase in rates would have been necessary to give effect 
to that 8.2 per cent return. 

COMMISSIONER INNIS: The figure of 8.2 exceeds 
enything in this whole table, 

MR EVANS: Yes, Sir, but of course the investment 
is steted in dollars of 3 different value from the return 
being peid. He put in an exhibit -- as a matter of interest; 
I am not arguing this question, but I think perhaps it would 
be informative -- he put in an exhibit in which he did what 


was called the vintaging of the dollers; in other words, he 


took e doller Spent we will say in each of the Several years, 


end he related that to its present-day purchesing power; as 
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increments of capitel were added he expressed those in 
terms of present-day value of the dollar; end by that 
process he got a figure of $1,800-odd million as. the 
present-day value of the property, by taking the dollar 
value in terms of what it would purchase today. So it wes 
certainly implicit in his evidence that the return ex- 
pressed as 9a percentage of an original dollar cost base 
would have to reflect the difference in the value of the 
dolar seal eats: ig very different thing if ¥OU Team go) te a 
reproduction cost base, because when you go to 8 repro- 
duction cost base you express your base in terms of 
present-day dollars, end you therefore cen express your 
return es a percentage of that in present-day dollars, sand 
you get @ very much smaller percentage return. 

Q. Now, Mr. Liddy, we were going to ask you to deal 
with the column in Exhibit 190 headed "Other Income less 
Taxes", 

THE CHAIRMAN: Where do we find the list of the 
sources from which this Other Income is derived? 

MR EVANS: Well, there is no list in.thleuca se, 

THE CHAIRMAN: TI thought perhaps some of the 
other exhibits would have shown it. 

MR EVANS: The Annual Report is the only source 
I know. There were exhibits filed in the rate cases showing 
the principal sources. 

THE CHAIRMAN: But the Annual Report will show 
those? 

MR EVANS: It will show s very lerge number of 
them. There are some what we call basket items, miscellan- 
cous items,, but the Report does show the principal sources, 

COMMISSIONER INNIS: You have not actually, or are 
you putting in as an exhibit the extent to which labour is 
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MR EVANS: We did before the Board of Trensport 
Commissioners. We had exhibits, end they can be referred 
to; I will look them up end give you a reference to them, 
Both railweys, ourselves and our friends the Conadian 
National, did the Same thing. 

Q. Now, Mr, Liddy, if you would desl with that ques- 
tion of Other Income less Toxes? 

A. Yes. Other Income shows 3 modest beginning in 
1892 with earnings of $33,201, Eernings of Sebi $8 to $10 
million were usuel Occurrences up until 1945, 

Qe Let us just follow that down the column. $8 to 
$10 million, that spperently begins about 1914 with 
$8.5 million, and then with rare exceptions it wes more 
then that down to and including 19313; is that correct? 
There was only one yeer in between 1914 ona 1931 where it 
fell below your $8 million? 

A. Yes, 

Q. And then following thot? 

A. Then we have the period of the depression, in 
which Other Income declined drastically. Then we come to 
the period 1946-47-48, in which income of $16, $20 and 
$24 million is shown, and thet is os 9 result largely of 
the prices obtained by the Consolidated Mining and Smelting 
Company for base metals, 

Q. That enabled them to pey a higher dividend? 

Ave Yes, 

Q. Now, the next column is Income before Fixed 
Charges; have you anything to add? 

COMMISSIONER INNIS: This column fluctuates even 
more widely thon the Net Earnings. 

MR EVANS: Yes. 

THE CHAIRMAN: Before you discuss Income before 


Fixed charges, will you let me know whet you include Fixed 
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Charges on, in the next column? 

MR EVANS: Q. Mr, Liddy, the Chairman would like 
to know whet you include in Income? 

THE CHAIRMAN: Not in Income; the next column; 
these Fixed Charges are Fixed Charges on what? 

MR EVANS: Oh, I see, There may be a legal 
connotation in your question. 

MR MCLEAN: TI think it is 2 practical connotation 
as well as a legal One, sir, 

THE CHAIRMAN: Oh, yes, “20°1S, 

MR EVANS: I did not mean to exclude that. I 
don't know what is wrong with my friend Mr. McLean. 

THE CHAIRMAN: Well, it is a matter of fact, you 
See, too, because you soy "Fixed Charges", 

MR EVANS: They ore the fixed charges of the 
company, of the Canadian Pacific Railway Company, and they 
consist, sir, of charges, mainly interest on the consolidated 
debenture stock. The consolidated debenture stock is what 
is known as a floating Charge; it is not e fixed charge on 
any particulor assets; it is a Statutory charge much in the 
nature of 3 floating charge. It does not crystallize and 
attach to assets until defsult occurs. Now, unlike most 
floating Charges, our consolidated debenture stock never 
attaches even on default. The right of s holder of consol- 
idated debenture stock is to vote in lieu of the common or 
ordinary stockholder's right to vote; that is to sey, if we 
were to default on the debenture Stock, the right of the 
ordinary stockholder to vote ceases until the default is 
made good, and the debenture Stockholder ecquires the right 
to vote. Now, that is by fer the greatest amount of out- 
Standing fixed charge that the company has. 

COMMISSIONER INNIS: Thet is related to your 
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MR EVANS: Yes; I°had forgotten thst that is on 
the exhibit =~ the long term debt. Your lordship will see 
that in 1948 there is $295 ,438,229 of that perpetual 4 per 
cent consolidated debenture stock outstanding. The next 
column shows the bonds, notes snd equipment obligations. 
Now, perhaps I could Sive you 3 bird's eye view of the 
position with regard to those. The equipment obligation, 
Aa ie Chink “T explained some time back, is en Obligation to 
poy off to a trustee the remaining purchase price of equip- 
ment the title to which is held by the trustee until it is 
paid off, so that in that respect that obligation, that 
equipment obligation, is a4 Security on equipment, a 
Specified equipment, not Benerally but specific equipment, 
the title to which is held by the trustee, and the equip- 
ment is operated by the company under lease. Now, the 
bonds--- 

THE CHAIRMAN: Pardon me. Then can I take it 
thet you then relate this column of fixed charges entirely 
to these other two columns, long term debt? 

MR EVANS: Yes -- well, no; there sre some other 
items. 

THE WITNESS: Rent, 

MR EVANS: There ere some rentals under leases, 
I was going to give you, perhaps, a bird's eye view of what 
these consist of. 

THE CHAIRMAN: Theat is all right; I em following 
you, 

MR EVANS: Befare we leave that column, bonds, 
notes end equipment obligations, we have no bonds that ore 
fixed charges on specifiic assets -- the company has not. 
They have bonds secured by deposit of this: same debenture 
Stock. There sre 2 fogw of those left. Now, some of the 
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bonds on their properties. They attach to the leasehold 


property. But the Canadian Pacific has no bonds ettaching 


to specific property. 
THE CHAIRMAN: Do you take over any liability 


on the bonds of these companies? 


MR EVANS: We agree in the lease to pey the 


interest on the bonds, end sometimes @ dividend on the 


Stock, 
THE CHAIRMAN: TI see, 
MR EVANS: But if there were default the bonds 


would sttach only to the leasehold property end not to the 
other property of the company. 

THE CHAIRMAN: Yes, I understand, 

MR EVANS: Does that help your lordship? 

THE CHAIRMAN: Oh, yes. 
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MR. EVANS: Q. Now, Mr, Liddy, you were about 
to comment on income before fixed charges? 

A. Yes. On the basis of this statement the income 
has been sufficient to meet interest and rental charges 
in all years, excepting those of 1888, 1894, and the four 
years 1932-35. 

Q. Now, would you have Something to say about the 
next column, fixed charges? 

a The fixed charges increased progressively until 
1938, when they amounted to $26 , 863,132. 

Q. That was the peak? 

A. Yes, that was the high point of fixed charges. 
The rate of interest paid on consolidated debenture stock, 
which is the largest item, comprised in our fixed charges, 
is 4 per cent. 

Q. What is the average interest rate on equipment 
Obligations? 

Ae For the year 1948 the average was 2.06 per cent. 

Q. And the interest rate on bonds -- those are 
collateral trust bonds, I presume? 

A. Yes, they were collateral trust bonds. The 
interest on those averaged 3.72 per cent. 

COMMISSIONER INNIS: Q. How do you explain the 
rather sharp fluctuation say from 1929 to 1948, in the 
bonds, notes and equipment obligations? Does that mean 
you exercised very close control over the fixed charges 
arising from those items? 

A, We used our entire net earnings and other income 
to reduce the debt from 1939 to 1943. We didn't pay 
any dividends in all those years, but applied all our 
surpluses, all our cash, to reducing the debt. 

MR. EVANS:Q-That I think shows itself under 
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A. Yes; you can see the void there in that period 
of dividends -- 
COMMISSIONER INNIS: Q. Did you say from 1939? 
MR. EVANS: 19302 -- 
MR.CDVERT: Perhaps there is a misunderstanding. 
I understood Dr. Innis! question was from 1929 there 
was a Sharp fluctuation; in 1929 the trust bonds outstanding 
were 124, and they go up InSlOossetoings; That is an 
increase. 
COMMISSIONER INNIS; eeas 
MR. COVERT: That was your point? 
COMMISSIONER INNIS: Yes, 
THE WITNESS: I misunderstood the question; I 
thought you were speaking of 1939. 
COMMISSIONER INNIS: Q. No, 1929: 
A. The increase that occurred on bonds, notes and 
equipment obligations outstanding from 1929 to 1939 is 
a preflection/or the fact that the company faund difficulty 
in going into the money markets to float capital stock 
issues, and had to rely upon issuing bonded debt securities; 
and then after that period, that is after 1939, as I 
have explained, the company applied its entire resources 
to their reduction of debt. 
Q That would be a definite depression policy? 
A. Well, it was a reflection, I would think, Dr. 
Innis, of the low rate of return we were getting. 
Q. It was something which you had to meet by 
relying on that type of security? 
A. That 1s right. 
Q. The interest rate during that period would vary, 
of course? 
AS I think it increased. I haven't got the 
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1934 we had to pay 5 per cent interest on short-term issues. 

Q. That was in the depression? 

A. Ves i sibry 

MR. EVANS: Q. Wasn't there a time in the 
depression when you had to sell some Securities, some 
6 per cent securities, at a discount? Was there not 
something of that kind mentioned by Mr. Unwin? 

By I think I do recall a case like that, Mr. Evans, 
but we were not successful even issuing very many of those 
securities, 

COMMISSIONER INNIS: Q. But those were all short- 
term securities? 

A. Yes., 

Q Because you kept your position movable? 

A, eat We have at the present time practically 
liquidated our fixed obligations outstanding, apart from 
our leased line obligations, of course. 

MR. EVANS: Q. And I assume there is some 
equipment still outstanding? 

As Yes; there is a substantial amount of equipment 
outstanding. 

COMMISSIONER INNIS: 4. When you say you have 
practically wiped it out, does that mean that the 1949 
figure would be very much less? 

A At December 31, 1948 -- I am now looking at 
the company's annual report -- there were three collateral 
trust bond issues outstanding, amounting to approximately 
$34 million; the 4 per cent issue matured July 2, 1949, 
and has been paid off, leaving only two issues of 33 per 
cent interest rates of $13,500,000 outstanding. 

MR. EVANS: @. Where did you get the money to 


pay off that collateral trust bond issue, as a matter of 


interest, Mr. Liddy? 
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A. The $10,700,000 issue that you referred to, Mr. 
Evans, was largely paid off, or perhaps wholly paid off, 
by utilizing a steamship replacement fund. 

THE CHAIRMAN: Q. Did you say a steamship 
replacement fund? 

A. A steamship replacement fund; that is vessels we 
lost during the war, which the British Ministry paid us 
Eat. 

MR. EVANS: Perhaps my friend would appreciate 
the extent of that gift, the reduction in fixed charges 
that has been obtained. 

THE CHAIRMAN: You did not build any ships? 

MR. EVANS: No, but we had the mone ¥put in a fund 
for the building of ships, and we paid off fixed charges. 
Q. Had you finished dealing with income before 
fixed charges? Then fixed charges. Now, on dividends, 

have you any comment you want to make? 

A. Dividends on preference stock at the rate of 4 per 
cent have been paid in every year since preference stock 
was first sold, except during the depression years of 
the 1930's, when only partial dividends or no dividends 
at all were possible. 

THE CHAIRMAN: 2. Those figures precede what 
appears to be the letter "D"? 

A. No, I am on the next column, Mr. Chairman. 

MR. EVANS: They appear to be about the same year. 

THE CHAIRMAN: They are preference; I was 
looking at the wrong column. 

MR. EVANS: Q. ‘There were three years, 1933, 
1934 and 1935, when no preference dividends were paid at 
all, and then a lower dividend rate in 1936, then lower 


put somewhat higher than the previous year was paid in 


1937. Then none in 1938 and 1939, is that 


correct? 
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A. That is right. 

Q. Then in 1940 they resumed the full payment of 
preferred dividends? 

RY That is right; and it has been continued since 
that time, 

COMMISSIONER INNIS: Those are 4 per cent? 
MR. EVANS: Yes. 

Q That isn't accumulative preferred stock? 

Br No, it is non-cumulative. 

Q Then coming to the ordinary stock dividends. 

A The dividends on ordinary stock have been 
irregular over the years, except for the period 1911 to 
1930, when the annual dividends of 10 per cent were paid, 
7 per cent being declared from railway earnings and 3 
per cent from other income. 

Q. Now during the eleven years, 1932 to 1942, there 
was, I gather from this, no ordinary dividends at all? 

As That is right. Dividend payments on ordinary 
stock were resumed in the fall of 1943, and have since 
been maintained on the 5 per cent basis. 

COMMISSIONER INNIS: Did you have difficulty 
selling the consolidated debenture stock after the 1932 
period? 

MR. EVANS: Oh, my, yes. That is why they 
developed this device of the consolidated trust bonds. 

Q. Am I right in this, Mr. Liddy, that during that 
period you had to, on those bond issues, provide a 
specified rate of coverage of the security, up to a certain 
market value of the consolidated debenture stock. Do 
you remember that? 


A. Les Perhaps a little excerpt from the 1933 


annual report would be informative, Mr. Evans. I quote 
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from page 9: 
"Owing to continued unfavourable conditions 

of the financial market, no capital stock or 

consolidated debenture stock was sold during the 

year. For the purpose of retiring obligations 

maturing in 1933 and 1934, your company borrowed 

from the Canadian banks the sum of $60 million. . ." 
and so on; the history of that is pretty well known, 

Q. I was thinking particularly of the consolidated 
trust bonds, when they were issued during the depression, 
You had to keep putting up more and more security; they 
were secured by the consolidated debenture stock. 

Isn't it a fact that more and more debenture stock had 
to be deposited to give the necessary security? 

Be I am not very familiar with that personaly, 2@ 
am sorry, but I do know that the collateral that was 
necessary to be put up wes substantial. 

COMMISSIONER INNIS: Then these fluctuations 
which we spoke of earlier, 1929 to 1940, are closely 
related to this marketing of consolidated debentures. 


MR. EVANS: What year? 


COMMISSIONER INNIS: The point we were discussing 


earlier, 1929 to 1939. Those fluctuations are closely 
related to this problem of the inability to handle the 


consolidated debentures? 


MR. EVANS: Q. Can you answer that, Mr. Liddy? 
A. Well, I think some of the difficulty with 
consolidated debenture stock is, sir, it is largely held 
in Great Britain, and it is an old country favourite 
stock; all that market has been, as you know,restricted; 
ae a matter of fact, it..is closed. 
COMMISSIONER INNIS: Q. But that fact is 


registered in your second last column, bonds, notes and 


equipment? 
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A Yes, bonnd to have an effect, 

MR. EVANS: What Mr. Liddy has in mind is in 
order to sell debenture stock as such, there would have 
to be deposited as security for some of these bonds in 
the column entitled "Bonds, notes and equipment obliga- 
tions */eonsidérabie amount of debenture stock which is 
not taken as issued until default should occur. 


THE CHAIRMAN: We will adjourn now. 


--- The Commission adjourned at 1.00 p.m., to meet 


again at 2.45 p.m. 
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Wednesday, Merch 1, 1950 
AFTERNOON SESSION 


S.J. W. LIDDY, recalled: 
Examination continued: 
BY MR. EVANS: 

Q. At the adjournment, Mr. Liddy, you were about to 
deal with the columrs on Exhibit 190 headed "Capital Stock". 
Would you now proceed to discuss those two columns? 

A, Yes. I would like to refer to the capital stock 
for the year 1948, consisting of $137,256,921 of preference, 
and $335,000,000 of ordinary stock; that is, a total of 
preference and ordinary of $472 millions odd. 

Q@, Now, What about the long term debt compared with 
that? 

A, For the same year, the long term debt, consisting 
of $295,438,229 of perpetual 4 per cent consolidated 
debenture stock, and $102,037,000 of bonds, notes and 
equipment obligations; they total, those two captions, 
to the sum of $397,000,000-odd. 

The point I want to bring out is: the proportion 
of capital stock -~ 

THE CHAIRMAN: What did you say those figures 
were again? 

A. $102,037,000 for bonds, notes and equipment 
obligations; and $295,438,229 for perpetual 4 per cent 
consolidated debenture stock. 

MR. EVANS: Q. You were going to tell us about 
the proportion of stock to debt? 

A. Yes. The proportion of capital stock to long 
term debt thus works out to a ratio of 54 to 46, 

Q. Yes. And how does that compare with what it was 
thirty years before, let us say, in 1918? 


A. Thirty years previously the ratio was around 
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59 to Al. 

Q. And in 1928, let us say? 

A, In 1928 it was about the same as it is today, 
54 ‘to 46, 

Q@. Yes. Now, there is a footnote. Would you like 
to comment on it? 

A. Yes. This footnote to Exhibit 190 points out 
that the capital stock and long term debt are stated at par 
over the principal amount; and that at December 31, 1948, 
ordinary stock equity exceeded the par value by $407,587,173. 

Q. Perhaps you would not mind just taking a moment 
to explain what you mean when you say "stock equity exceeds 
par value by that $407,587,173"2 Does that represent a 
part of a premium on the stock? 

A, Another term is the net worth of the stock, the 
net worth in the company. 

Q. Yes. Did the shareholders, over the years, pay 
par, or more than par for their stock? 

A. The ordinary stockholders, over the years, have 
paid a premium for their stock. Altogether, this premium 
exceeds $77 million odd. 

Q@. That is the figure at the end of the footnote? 

fy -Yes. 

Q. And the net proceeds from sales amounted to 
$77,166,226? 

COMMISSIONER INNIS: Q. In what period was the 
stock sold at a premium? 

A. I can get that for you in a minute. 

@. It will be in the period when you were paying 
10 per cent dividend? 

A. Yes, it would start about then. Prior to that 
time I believe the stock was sold at a discount. 


MR. EVANS: Q. Is this figure of $77 million odd 
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net premium? 
A. That is the net figure, yes. 
Q@. But the gross premium paid for stock issues Was 
in excess of that; but there were certain stocks which were 
sold at a discount, which, netted, gives you $77 million odd? 
A. Yes. Our first issues of stock were sold at a 
very heavy discount. 
Q. Yes? 
A, There was a stock issue in 1883 which was sold at 
a discount of $15 million. 
Q@. What par principal amount was that? 
A. $20,000,000. 
In 1883 there was an issue of $30 million, which 
was sold at a discount of $14 million. 
In 1884 there was an issue of $10 million of stock 
which was sold at a discount of $5 million. 
And from 1903 on, in whatever year there were new 
issues of stock, they were sold at premiums. 
Q. But this figure of $77,166,226 is a netted figure? 
Am I right? It takes into account the discounts in earlier 
years as well as the premiums in the later years? 
mo Theat is right. 
Q. What have you to say about the current dividend 
of 5 per cent on the ordinary stock? 
A. Taking into consideration the excess of the equity 
Over the par value of Canadian Pacific stock, the current 
dividend rates of 5 per cent represent a return on book 
value, including that equity, of approximately 2-1/4 per 
cent only. 


Q. Yes. 


COMMISSIONER INNIS: You have not compiled a 


sort of table? 
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A. Well, the equity has not changed greatly. It 
would change over a period of a decade or so, but that 
would still be true of four or five years previously, the 
last four or five years. 

MR. EVANS: Q. Then we now turn to another 
subject. 

Would you turn to page 3 of the appendix to 
Part I of the submission? That is a map showing freight 
traffic density of the Canadian Pacific Railway. 

Now, Mr. Liddy, looking at that map, will you 
please tell the Commission the basis on which that map was 
prepared? 

A. This map, showing the freight traffic density, 
is calculated on the basis of net ton miles per mile of 
road for the year 1948, 

Q. Net ton miles per mile of road for the year 1948. 
First of all, what do you mean by "net ton miles"? 

A. Net ton mile is the movement in road service of 
one ton of freight traffic, revenue and non-revenue, over 
& distance of one mile: 

GQ. Yes? 

A. That is, it includes the weight of the contents 
only, not the weight of the freight car. 

Q. Yes. Now, how many net ton miles of work were 
performed in 1948? 

A. Approximately 27-1/2 billion. 

Q. Now, "miles of road"; what do you mean by "miles 
of road"? 

A. Miles of road pertain to the actual distance 
between termini of lines on the railway on which freight 
trains are operated. 


Q. Are double track lines taken into account in 
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"miles of road"? 

A. No. They are not counted twice. 

Q. Now then, how many miles of road were operated 
in freight service in the Cenadian Pacific in 1948? 


A. Approximately 17,000 miles of road. 


(Page 16783 follows) 
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2. Now, with that background, will you tell me how 
the freight traffic density shown on this map at page 3 
of the Appendix, was calculated? 

A. The freight traffic density in each direction, that 
is, east and west, or north and south, has been calculated 
separately for each section of line for the year 1948 by 
dividing the net ton miles by the miles of road. 

Q. Now, the map, as I gather, shows lines as well 
as figures in connection with each section. Would you des- 
cribe those and comment on them? 

A. The figures on the map show for each section of 
line, the freight traffic density in the direction of traffic 
indicated by an arrow in units of 100 thousand net ton miles 
per nite’ of road: 

Q. Now, just before you go ahead with that, the figures 
are quite small, but would you just like to pick out some 
example, that perhaps could assist the Commission in reading 
the map? 

A. Yes, take the line from Fort William to Ignace, 
which is shown in the upper right hand corner - - 

bye  PYESs 

A. The top figure, the figure appearing at the top of 
the fine Pines if I read it correctly, is 25.9. 

Q. And then there is an arrow pointing to the left. 
Does that indicate a west-bound movement? 

A. Yes, that is a west-bound movement. Now, the 
east-bound movement is down at the bottom. I believe the 
fipure se 67.3’. 

Q. And the arrow, I see there, is on the right 
pointing in an easterly direction? 


A. As would be expected with the grain traffic coming 
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down from Fort William. 


Q. Now then, the lines that are drawn, I see that in 
that particular section of line there appears to be a very 
large number of fine lines below the line of railway itself 
and then a smaller number above. Will you tell me what 
those lines represent 

A. Each fine line indicates a freight traffic density 
of 100 thousand net ton miles per mile of road. 

Q. Now, "net ton miles", as we have understood it 
before, is the weight of the contents and does not include 
the weight of the car? 

A.. Mes, ithat is correct. 

Q. Now, take another section of line. Let us look 


at Broadview to Regina, for an example. What would that 
map show with regard to Broadview and Regina? 


A. There are ten fine lines etched in above the 
railway line in the west-bound direction in that section. 

Q. In order to let the Commission find that on the 
map, that is the section of line which appears just right 
of centre in the upper section of the map, and that also 
shows, as I gather, a larger east-bound movement than 
west-bound? 

A. Gxyes . 

Q. And what you have said is, that the west-bound 
lines, that is, above the railway line with the arrow 
pointing left, there are ten lines each indicating one 
hundred thousand net ton miles per mile of road? 

A. That makes it altogether a million net ton miles 
in a west-bound direction. 

9. And east-bound - what does that show? 


A. East-bound is about four times as great. If my 
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eyes are correct, it is 41.4. That is a little over four 
million net ton miles in the east-bound direction. 

Q. Now, would you summarize for the Commission the 
result of an analysis of that map we have been discussing 

As Yes.) I’ would like to group the miles of road, the 
traffic density in miles of road into three categories, 
namely, heavy, medium and light freight traffic density 
lines. 

Q. What do you call "heavy density lines"? 

A. Those lines having in excess of two million seven 
hundred and fifty thousand net ton miles per mile of road. 

Q. And the medium density lines? 

A. Between two million seven hundred and fifty 
thousand and two hundred and fifty thousand. 

2. That is per mile of road per annum? 


£iG@ Vessosdr) 


Q. Now then, the light density lines I suppose, weuld 
be those below the lower limit of the medium, that is below 


two hundred and fifty thousand net ton miles per mile of 


road per annum? 
A. That is right. 


Q. Now then, where did that grouping of those 
categories originate as far as you know? 

A. This grouping was employed by Commissioner Loree 
in the 1930 and 1931 Royal Commission Investigation. 

Q. I think that will be found on page 41 of the Duff 
Commission Report if the Commission is interested. Now, will 
you give the mileage in each of those three groupings you 
have described? 


A. First, the heavy grouping, that is, over two and 


three-quarter million net ton miles per mile of road, there 
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were for the year 1948 three thousand nine hundred and 
twenty four miles or 23 per cent of the total mileage in 
that grouping. 

Q. That is road miles, not track miles? 

A. Per mile of road, that is right. In the second 
category - - 

Q. That is in the medium group? 

A. Yes, there were six thousand one hundred and fifty 
eight miles or 36%. 

Q. And in the third category, the light traffic? 

A. There were six thousand nine hundred and one or 
41%, 

Q. Now, have you got a figure of average density of 
Canadian Pacific lines east and west? 

A. Yes. On this same basis, the average in ton miles 
per mile of road lines east for the year 1948 was two 
million and nineteen thousand and lines west one million 
four hundred and eight thousand, and the system average 
was one million six hundred and fifteen thousand. 

Q. Always speaking of net ton miles per mile of 
road per annum? 

A. Throughout, yes. 

Q. Now, I understand you have also a map Showing the 
freight traffic density of the Canadian Pacific expressed 
in gross tons miles per mile of track, this time, and not 
road? 

A. Yes, Mr. Evans. 

Q. That will be Exhibit 191. 

.. EXHIBIT 191..filed by : Canadian Pacific Railway Company 


Mr. Evans : Freight Traffic Density Chart, 
: Year 1948, 
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Q. (Cont.) That is a map, my lord, with various 
coloured lines entitled "Canadian Pacific Railway Company 
Freight Traffic Density Chart, Year 1948". 

Now, that, I understand, Mr. Liddy, corresponds with a 
Similar map, shown in Exhibit A in the Canadian National 
Submission? 

A. Yes, sir, on page 70 of the Canadian National 
Submission. 

Q. Now, would you explain to the Commission the basis 
of this map? 

A. Freight traffic density on this Exhibit OS Be 5 
calculated on the basis of gross ton miles in freight 
service per mile of track for the year 1948. 

Q. Now then, in order to get this distinction clear, 
the previous Exbibit was an indication of the density 
expressed in terms of net ton miles per mile of road and 
this Exhibit, as I understand you, is an expression of 
density in terms of gross ton miles per mile of road? 

Ae “iat is correct. 

Q. Now then, would you go ahead and explain the 
basis of this map? First, you might tell us what a gross 
ton mile is? 

A. A gross ton mile is a movement in road service of 
One ton including the weight of the car and contents over 
a distance of one mile. 

Q. And what was the amount of work expressed in 
gross ton miles done by the Canadian Pacific in 1948? 

A. They: aggregated 575 billion gross ton miles. 

Q. Now, I think we did discuss this morning the 
difference between miles of track and miles of road and 


perhaps we need not mention that again, but how was the 
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freight traffic density as shown on this map calculated? 

A. it has been calculated by dividing the gross ton 
milss in freight service for the year 1948, by: the miles 
of track. 

Q. Now then, how is that density indicated on the map 
which is Exhibit 191? 

A. There are three categories, Mr. Evans. The first 
category is indicated in green and represents density in 
excess of 14 million gross ton miles per mile of track per 
“annum. 

Q. And the second category is the one in yellow, I 
gather? 

A. Yes, and that is density between 13 million and 
250 thousand gross ton miles per mile of track per annum. 

Q. And the red is below the figure of 250 thousand 
gross ton miles per mile of track per annum? 

A. That is correct. 

Q. And that is all shown in a little table in the 
lower right hand corner of Exhibit 191? 

Av “Yess 

COMMISSIONER INNIS: Can you explain, Mr. Liddy, 
the fact that there are certain short stretches of line, 
from Empress to Swift Current, where there seems to be a 
very heavy traffic and in the east from Tring Junction 
to Sherbrooke? In the main this long haul traffic is 
where one gets this heavy density and one wonders what the 
explanation is? 

A. I think a traffic man would know more about that 
than I do, but I would say that some of the traffic going 
from Tring Junction to Sherbrooke perhaps represents the 


haulage of asbestos and the activity connected with that 
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development. 
Q. Perhaps there is some local explanation? 
LO va would think so, sir. 

MR. EVANS: What was the other one, sir? 

COMMISSIONER INNIS: Empress in the west to 
Swift Current. 

MR. EVANS: You might get some explanation of 
that by looking at what the direction of the flow of traffic 
is. She flow of traffic might indicate that it is traffic 
originating on the line, and if it were, it is probably 
wheat. 

MR. FRAWLEY: The strange thing is, from Empress 
to Bassano, for the main line, it is yellow. That is on 
the Swift Current - Bassano line, and it seems strange that 
at Empress it passes from green to yellow. 

MR. EVANS: Which do you say passes from green to 
yellow? 

MR. FRAWLEY: When you are proceeding from Swift 
Current to Empress, and then after you pass Empress going 
on to Bassano it goes into the yellow class. 

MR. EVANS: I am sorry that Mr. Liddy is not a 
traffic man, but I venture to suggest to you that the 
preponderance of traffic moves eastward from Empress, 
and they would not back-haul it, but would take it down 
the line from Empress, and I suppose the accumulation of 
traffic shows a heavier density on that line. 

MR. FRAWLEY: Your other map shows 6.2 from 
Rosemary to Empress and 7.2 from Leader to Wickett - 


I don't know - eastbound; it is all eastbound. 


(Page 16791 follows) 
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MR EVANS: You found it on the other map, did 
you? 

MR O'DONNELL: Right on the boundary line, the 
Saskotchewan and Alberts boundery line, 

THE WITNESS: I think the explanation, Mr, 
Evens, lies in the fact that these two lines are border 
situations; one is just below--- 

MR EVANS: Q. Just below the green, and the 
other is just over the green? 

Bewyelnat is right. 

MR FRAWLEY: There should be en extra colour 
there, 

MR EVANS: Yes; we don't want any mysteries, 
though, Mr. Frawley. 

Q. Now, I gather that the table on the lower right- 
hand corner also gives the mileages in each category, and 
perhaps you would indicste those, Mr. Liddy? 

A. In the first category, that is, the heevy--- 

Q. The green? 

A. The green category. 

Q.. A million and.a half gross ton miles per mile 
of track per annum? 

A. There were 8,600 miles; that is 47 per cent of the 
System, And in the yellow category, that is, between a 
million end a helf and 250,000 gross ton miles per mile of . 
track per annum, there were 5,400 miles of track, 29 per 
cent. And in the third category, that is, the red 
designation, there were 4,400 miles of track, or 24 per 
eent., 

COMMISSIONER INNIS: What were the corresponding 
figures in the Duff Commission? Have you got those? 
MR EVANS: Well, the Duff Commission used the 


net ton miles per mile of road, It is very difficult to 
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meke them comperable. We tried to make this comperable 
with the map put in by the Conadian National, so the 
Commission would be eble to make the comparison. 

Q. Now, I notice that the Canadian Nationsl brief 
makes some reference to the lower category as unprofitable; 
have we made any study or have you made any study of the 
C nadien Pacific lines to determine whether any one or 
other of the categories can be considered unprofitable? 

A. No, we have not made a Study. We have simply 
adopted the same categories es the Conadian National. 

COMMISSIONER INNIS: One could assume, I suppose, 
thet the yellow and the green are alwsys profitable sand 
the red dubious? 

MR EVANS: Well, we think 411 our lines ere un- 
profitable today, taken together, but where the border 
line comes I think is impossible to sey without 2 study; 

I would think so. 

Q. Perheps you would like to comment on that question 
Our. tnnis "Nr. Tiddy? 

A. Well, I do not think there are any two lines 
exactly the same, but with the operating ratio as high as 
it is today, only five cents retained out of 9 dollar, it 
would seem that you have to search fer end wide for a 
profitable line. 

COMMISSIONER INNIS: Q. Still, the five cents 
might be made up sey of fairly reasonable returns on green 
lines, the long haul lines, and perhaps substantial loss 
on the short red and yellow lines; but you have no wey of 
telling that? 

A, We have not made any study. I do notice on this 
map that there are a lot of red lines in the prairtle 
provinces, which is Crows Nest territory; that is, not 


only is it low traffic density, but it is elso low rate 
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per ton per mile territory, 

MR EVANS: Q. Now, Mr. Liddy, I want to turn to 
another subject. Mr, Moffat, who was the witness for 
Menitoba, in his evidence at page 8695 made a statement 
regarding the cost of moving traffic; I would like to 
read it to you and esk you your. views... If 168 shout the 
middle of the page: 

"We obviously do not have the necessary data to 

make such an analysis, but there does seem to be 

evidence that terminal costs (3) above)" -- 
he has been discussing something in his brief -- 

"have probably increased more sharply than line hsul 

costs (b) ebove)," 

Now, have you considered the matter of the increase in 
terminal costs as compered with the incresse in line haul 
costs, and if so would you like to make some comments? 

A. Yes; I have prepared sa statement showing an 
analysis I have made over ea period of twenty-five years. 
I would like to file this as an exhibit. 

MR EVANS: Thset will be Exhibit 192. It is en- 
titled "Canadien Pacific R°ilway Company. Analysis of 
Transportation Expenses showing ratios of accounts 373 end 
376 to 391 inclusive end of the balance of accounts to 
total transportation expenses - rail years 1924-48." 

---EXHIBIT 192: C.P.R.Co. Analysis of Transport- 

"..  .. ation Expenses showing ratios of 
accounts 373 and 376 to 391 
inclusive and of the balance of 
accounts to totel transportation 
expenses - rail years 1924-48. 

MR EVANS: Q. Now, would you explain the basis of 
thet analysis, Mr. Liddy? 

A. In tbhis exhibit 192 the transportation expenses 
for a period of twenty-five years from 1924 to 1948 have 


been segregatced between the primery sccounts, which ore 
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predominantly terminal costs--- 

@. Such as? 

Such as the cost of Opereting yerds and stations, 
end the balance of the eccounts, which largely pertain to 
the cost of moving the treffic over the line. 

Q. Why did you restrict your study to transportetion 
expenses? 

A. Because, Mr, Evans, they ere more directly 
related to the sctual movement of traffic, and also be- 
cause they can be allocated more easily to terminal and 
line haul operations thon the other Operating expenses, 

Q. Now, in making this anelysis what, if eny, evidence 
have you found to Support Mr. Moffat's suggestion thet 
terminal costs have probably increased more Sharply than 
line haul costs? 

A. I found no evidence Supporting Mr. Moffat's 
Suggestion. As can be seen from the Statement, the ratio 
of terminal costs to total trensportation expenses in- 
creased slightly during the period 1924 to L931, sbue iG 
remained practically constant in the next ten years, 
During the war the ratio declined graduslly, and for the 
yeer 1948 was slmost identical with the average for the 
entire 25-year period. 

Q. That is to say, you have got the average in the 
bottom line, showing that the ratio of trensportation 
eccounts is 32.41 -- that is, the ratio of transportation 
eccounts 373 and 376 to 391 inclusive is 32.41 -- and in 
1948 the ratio for the year was 32.5? 

A. Yes, 

Q. Now, what conclusion would you sey could be drawn 
from that analysis? 

A. From the results of this anelysis the fluctuations 


in terminal costs snd lime haul costs eppeer to have been 
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very much the same over the period under study. 

MR EVANS: Theat concludes the examination in 
chief. 

THE CHAIRMAN: Mr, Brozier, 


CROSS-EXAMINED BY MR BRAZIER: 
Q. Have you Part I, Mr. Liddy, of the C.PsRa DPer 
there? 
A. Yes, Mr, Brazier, 
Q. At the beginning of your examination yesterday 
you read into the record oa part from pege 60 of Part re 
I believe you started et the sentence: 
"It may seem to the Superficial observer Simple to 
ascertain what is the actual cost of service. In 
fact, however, the problem of disentangling joint 
costs is one of great megnitude.....” 
Now, just stopping there, Mr, Liddy, would you tell me 
what kind of costs you are referring to when you use the 
term "joint costs" tn that sentence? 
A. I am using it in o rather broad sense, Mr. 
« Brezier: primerily, though, freight end passenger to 
begin with, ond after thet joint costs common to verious 
Classes of treffic, freight traffic, 
Q. Do you recognize 8 distinction between joint costs 
end common costs? 
A. Well, it must be very fine. 
Q. I would like to quote to you--- 
THE CHAIRMAN: Pardon me 9 moment. You Said joint 
costs and what ? 
MR BRAZIER: Common costs. 
Q. I would like to quote to you and see whether you 
would agree wtth 2 distinction given by Professor Healy in 


his book, "The: Economics of Transportation in America." [I 
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will just read one paregraph here and ask you if you--- 

A. Wheat period of time was that book issued, Mr, 
Brazier? 

Q. I think it is about 1940 sometime, Mr. Liddy -- 
yes, 1940, 

A. Thank you. 

Q. Reading from page 161 ithe dest peragraph on the 
pege: 

"It should be noted in this connection thet such 
items es maintensnce-of-way expenses sre not joint 
costs, according to the common usage of that word by 
economists which implies thet the joint nature of 
the costs has certain effects on DEL CIngsiy “Tae 
Strict interpretation of joint costs is commonly 
illustreted by the example of the production of 
cotton and cotton seed, in that one cannot be pro- 
duced without the other. On 2 railroad, treck can 
be maintained for freight trains without necessitat- 
ing the running of passenger trains, thus meking 
track maintenance ea common cost but not e joint one. 
The principel instance of true joint cost in the 
railroad field comes from the empty return movement 
of cars. There is no way known whereby cars, trains, 
and crews can be moved in the direction of traffic 
without being moved back again regardless of the 
traffic needs in the reverse direction." 

Would you agree with that distinction as to the two types 
of costs? 
A. I see nothing wrong with thot. He has defined 
joint costs, and then he goes on to say whet they are. 
Q. What I want to see is if you are not actually 
on page 60 referring to what he terms common costs rether 


than joint costs? 
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A. No, I think I was referring pretty broadly to 
these costs that are entengled, whether they are joint 
or whether they sre common. I am just looking st it as 
Fr) practical railroader. | 

Q. But the greater pert of this would be common 
costs as he defines them rether than joint costs as 
defined by Professor Healy; is that correct? 

A. Well, I would have to make a study of Healy 
before I could really give you an intelligent Yes or No 
answer to that, 

Q. Have you ever heserd of thot distinction before, 
Mr. Liddy? 

A. No, I -- I have heard of it, buv in our work-=-=- 

Q. You never paid any attention? 

A. In our work we like to be 9 little more dow to 
the earth, 

Q. You do not think thet is being down to earth, 
to make e very vitel distinction such ss Professor 
Healy mekes there? 

A. You ought to talk to some of our operating 
officers. 

Q@. Mr. Liddy, I would like to ask you a few questions 
in regard to Exhibit 180, which you filed. Have you the 
exhibits in the 21% Case with you? I want to refer you 
back to the exhibits filed. 

A. I find we have not got them just here, 

Q. Well, probably between us we can use the copies 
that I have here. 

A. This is going to be a common or a joint effort 
here? 

Q@. This will be a common effort, I hope. Now, Ex- 
hibit 180, you state in your evidence, was prepared in 


accordance with Exhibit 138 filed in the 21% Case? 
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ay TOR, 

Q@. Which gave the Similer information for the years 
1936, 1937, 1938, 1939, 1940, 1944, 1945 ond 1946? 

A. Yes, 

Q. Now, the game information, the same breakdown 
for the year 1945, was slso set out in an earlier exhibit, 
being Exhibit No.28; is that correct? ‘That corresponds 
to--- 

A. Well, there is a Slight difference, Mr. Brezier, 
between these two exhibits. One is based on operating 
revenues and operating expenses and the other is based on 
8ross eernings and working expenses. Outside of that, I 
believe that they are--- 

Q. These two are different for this year? 

A. Yes. If you notice, Exhibit 28 is captioned 
"Apportionment of gross earnings and working expenses 
including taxes", whereas Exhibit 138, which is the basis 
that I used in preparing Exhibit 180, speaks of railway 
Operating revenues ond railway operating expenses, and 
does not, of course, take into account taxes, hire of 
equipment and joint facility rents and so forth. 

Q. With thet distinction, Mr. Liddy, those exhibits 
are the same, and were drawn up for the same purpose? 

A. I believe they were, Mr. Brazier, 

Q. What I want to call your attention to, Mr, Liddy, 
is the fact that it is on Exhibit No.28 that you set forth 
the explanation of the method used by yourself in éllocating 
various expenses as between pessenger and freight; is that 
correct? 

A. For the purpose of--- 
Q. That is, I refer to Exhibit 28 in the 21% Case, 
A. Yes, we were asked, Mr. Brazier, to file these 


figures upon, I believe, request of the Board, or maybe--- 
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an I think probebly ot our request on thet one, 
that first one. 


Balk Bee ; 


(Page 16802 follows) 
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Exhibit No. 138 in the 21 per cent case was filed at the 
request of the Board. 

A. I have forgotten, you are probably right. 

Q. And this exhibit sets forth the various bases upon 
Which allocations are made, in dividing your revenue and 
expenses, or your expenses as between freight and passenger 
service. 

A. That is the basis of the formula we follow. 

Q@. I suggest to you that you use many different 
bases, depending upon the item which you are allocating. 
Do you want to look at the following? 

A. Oh, yes. There would be various «= using the 
primary accounts, we may use various bases. 

Q. For instance, some were allocated on the basis 
of gross ton miles? 

A. That would be probably track elements. 

Q. Roadway maintenance, containing tunnels, and all 
that? 

A. Yes, 

Q. And then, maintenance of fuel and water stations; 
that was apportioned on the basis of tons of fuel consumed 
in the transportation service? 

A. Yes. 

Q. Taking locomotive repairs, depreciation and 
retirements were apportioned on the basis of tractive 
effort miles? 


A. Freight and passenger. 


Q. And the apportionment of traffic solicitation 
expenses, was made on the basis of an analysis of the 
duties of the staffs in the various traffic offices? 

A. Yes. There was no statistical basis which 


seemed to apply in that case, so we made an analysis. 
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Q. And yard transportation expenses were apportioned 
on the basis of yard engine use? 

A. Freight and passenger, yes, sir. 

Q. And there were a great many other bases for 
different items? 

A. Yes, bases which are readily available to railway 
officers, 

Q. Yes, and which are generally accepted by them 
as being a good measure of allocation? 

A. Yes. Some of them are pretty fair. None of them 
are precise. 

Q. No allocation could be, I presume. 

A. It is very difficult, unless you have as many 
accountants as you had operating men, keeping the exact 
time. 

Q. Is that the situation which exists in the United 
States? 

A. The situation which -= no, I do not say so. 

Q. They make those allocations in their primary 
accounts? 

A. Not quite that way. 

Not quite that way? 
No, 


You have not used the I.C.C. bases for them? 


= OO ee © 


We have the advantage of knowing what the I.C.C. 
basis is. As a matter of fact we do apply the I.C.C.basis 
in some small parts of our system. We are quite acquainted 
with the I.C C. basis. 

Q. Going on to Exhibit 180, it shows that only 
32 per cent of your railway operating expenses are directly 
severable in the company's accounts. Is that correct? 

A. Yes. That is the footnote to Exhibit 180. 


@. Would you say that because of that small percentage 
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which can be directly credited or charged against the two 
services, that the statement lacks significance? 

A. What do you mean by "significance"? 

Q@. Would it be of any value to the management, for 
instance, to have that information before it? 

A, Well, I have been with the company for many years, 
but I have never yet got them to sit down and look very 
seriously at a statement like this. 

Perhaps if you had a different kind of manager -= 

these fellows are all practical men, and the first question 
they ask me is: How did you arrive at that figure? 
And then I will say, I appyrtioned it. Then they will 
say: On what basis? Then I will say: On an arbitrary 
basis, or according to some yardstick. Then they will! 
say to me: Oh! 

What the management is concerned with -- and 
the figures are very clear on Exhibit 180 -- is: that 
for passenger service there were $62 million taken in. 
That is a known figure. 

Now, we also know that we outlayed $39 million 
for direct expenses. That too is a known figure. 

We are interested in those two figures, very 
much interested. 

Now, in between the figure of $39 million and 
$62 million is a breadth of $23 million; and it is the 
view of our management that, passenger service having 
paid the $39 million, there is that $23 million left over 
for these common or joint expenses, and that they have done 
about all they can with passenger service, except to make 
sure that every dollar spent in passenger service is 
well spent, and that no dollars in passenger service are 
spent that could be avoided. 


Q. Yes? 
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A. Everybody recognizes that one dollar of passenger 
revenue practically goes directly into net. 

THE CHAIRMAN: Q. Goes where? 

Paw Dereculyraintenne th, .rt you pick up one dollar 
passenger revenue, then your net is going to be influenced 
by an extra dollar. On the other hand, if you lose a dollar 
in passenger revenue, then your net goes down a4 dollar. 
They are interested, as practical men, in this problem of 
freight and passenger. 

MR. BRAZIER: Q.. You are not suggesting, I 
presume, that the $39 million represents full outeof- 
pocket costs of the passenger service? 

ALO TNO. 

Q. It would be something over that figure, at the 
very winimum;) would it not? 

Ay Thetis pPicht. 

@. And if the figure for 1948 -- if the business 
done in 1948 maintained a figure of $23 million, I presume 
you would say that is a satisfactory difference? 

A. No. I do not say they would be satisfied with it. 

Q@. Would they be concerned with it if that was the 
only difference they had? 

A. They are not concerned in the way that you speak of. 

Q. Let me put it this way: supposing in 1949 the 
difference between those two figures was only $10 million. 
If management did not have that figure before it, it would 
not know the true situation at all, would it? 

A. Well, I can assure you that every operating 
officer in the Canadian Pacific knows this situation: 
that passenger service is not remunerative to the extent 
of freight. 

Everybody knows in the Canadian Pacific -- 


every operating officer, whether he has Exhibit 180 or 
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not in front of him knows that every dollar which can be 
saved in passenger service is a saving that should be made; 
and when we come, as a practical problem, to what you are 
going to do with passenger service -- first of all, you have 
got to pick out a train. That is the first question the 
operating officers ask: what train will we cut off? 

Before we can cut off a train, we have to go 
before the Board. You know the procedure. 

Q. I want to find out just how far management follows 
this matter up. 

THE CHAIRMAN: Q. You say that if you wish to 
cut off a train, you must first go before the Board. Do 
you refer to your board of directors? 

A. No; the Board of Transport Commissioners. 

Q@. To cut off a train? 

A. Yes, if we are going to curtail a service. 

Q. You must keep a service going as it is until you 
have first obtained the permission of the Board? 

A, Yes, that is right. And also, with respect to 
branch lines. If you want to curtail the service on a 
branch line =-- we have innumerable branch lines where we 
have to provide tri-weekly or bi-weekly passenger service, 
and where you will find just a spattering of passengers. 

Everybody knows that those trains do not pay. 
So what are you going to do about it? You can save money 
if some person will let you cut a train off; and it would 
be in the national interests to so curtail your service. 

Q. You say in the national interest to do what? 

A. To curtail that service. 

Qa, Sfoxcurtail ic? 

AX Vios, sir. 

Q. Suppressing it entirely is one thing, and 


abandoning it is another? 
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el per cent case in front of you? 
A,» Yes, 
Q. That indicates that the total passenger revenue 
in that year was, roughly, $84 million? Is that correct? 
THE CHAIRMAN: What year was that? 
MR. BRAZIER: Q. 1945, 
fue le se. «03,945,000. 
Q. Yes. And in 1948 that revenue had dropped to 
$62,617,000 odd? 


A. 1948? 

© utheat is Exhibit 1807 

A. Yes. 

Q. Roughly, your passenger revenue between those 


three years has dropped approximately by something over 
$20 million? 

A. Yes. 

Q. I also call your attention to the fact that in 
1945 the expenses solely related to the passenger service 
were $33,803,000 odd? 

A... Yes. 

Q. And those expenses, solely related, in the year 
1948 had increased to $39,175,356? 

DOI fg Os eae a od 9 ke 

Q. That is an increase. While you have 4 revenue 
decrease of over $20 million, your expenses which are 
directly severable have increased by $6 million? 

A, Yes. But you will understand that the year 1945 
was the year when we were carrying home the troops, and 
people were sleeping in upper berths. 

But in the year 1948 they are not sleeping in 

upper berths, and wages and material prices have greatly 


increased. 


Q@. I would like to make this suggestion to you to 
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see if you would agree with me that the greater part of 
the difficulty which the railways have been suffering in 
the last year or so is due to your decline in passenger 
traffic, and the tremendous loss that the railways incur 
as &@ result of that decline? 

A. I really thought my difficulty was in getting 
reasonable freight rates. 

Q. You do not agree with that? 

Ae CHGS sir. 

Q. Now, the Canadian Pacific Railway operates lines 
in the United States? 

A. Short lines. 

Q. And for those lines you have to file reports 
with the Interstate Commerce Commission? 

A, That is right. 

Q. And in those reports which you file with the 
Interstate Commerce Commission, you have to break it down 
as between freight and passenger traffic? 

A. Just the same as all the other class 1] railways 
do in the United States. 

Q@. In the report that you filed for the year 1948, 
can you tell me what percentage of the expenses of the 
passenger service you were able to allocate definitely 
to the passenger service? 

A. No. I could not tell you that. I would have 
to look at the report. 

Probably the answer you would like to get is: 
that on United States railways the proportion of expenses 
which are directly allocable is larger than 32 per cent. 

THE CHAIRMAN: Q. Larger than what? 

A. Larger than 32 per cent. 

MR. BRAZIER: Q. How much larger? 

A. TI have forgotten. It might be 40, 50 or 60 per 


cent. 
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Q. I suggest to you that it is over 60 per cent? 

A. I will accept your figure. 

Q. You will accept it? 

A. Yes, but subject to check, 

THE CHAIRMAN: Q. We can see the figures, can 
we not? 

AS. Ohy tyes wecould look it sup, I have not got any 
of these reports with me. But whatever figure the Cenadian 
Pacific might have, let us say, on its line in Maine, would 
be of no significance. It might be 15 per cent or it might 
be 90 per cent. 

MR. BRAZIER: Q. I suggest to you that if in 
Exhibit 180, 60 per cent of the expenses had been solely 
related to the passenger traffic, it would have given you w= 
the expenses solely related to the passenger traffic, with- 
out any allocation, an apportionment of something over 
$70 million? 

A. Would you give the derivation of those figures? 

Q. You have got 32 per cent. That is $39 million. 
Now, if you take 60 per cent instead of 32 per cent -- 

A. I would still like to see your mathematics. 

Q@. I am not trying to be accurate or anything, to 
the dollar. 

A. My difficulty -- perhaps I have not understood 
your question -= is: supposing the expenses were 100 per 
Cent allocable; you might have more expenses than I have 
shown here. 

Q@. You have got a certain amount of expenses there, 
being a total of $91 million odd for passenger, and 
$234 million odd for freight service. That is the total 
expenses? 

A. “TREat te Pight. 

Q. And I say that if 60 per cent of that total was 
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directly allocated to passenger and to freight rather 
than the 32 per cent =- 

A. There is no relationship between those two figures 
at all. If you put those figures down on a piece of paper 
you will satisfy yourself that there is absolutely no 
relationship between them. The 32 per cent represents the 
amount of expenses that could be segregated. You might 
have 100 per cent. 

Gee, Wes? 

A. And you would not change the figures at all. 

Q. But that is not a likely situation, is it? Because 
if you are directly allocating 60 per cent of your expenses, 
you are going to have a lot more than $39 million. 

A. Yes, and a lot less of the fifty-two. 

Gu Sethe ss irhent:s. sand. suggest that you did, it 
on that basis, the $39 million would turn into 
almost $70 million, if nota lot more? 

ASL VAG? no te know « 

@. Well, if that is correct, then the passenger 


service would show a very definite loss of $8 million. 
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Q. Well, if that is correct then, the passenger 
service would show a very definite loss of $8 million? 

MR. EVANS: No. | 

MR. BRAZIER: I am saying assuming my proposition 
i3. corres 6, 

THE WITNESS: I believe that the passenger service 
today, that is for the year 1948, has not been a burden on 
frei ehc. itis total. 

THE CHAIRMAN: Has not been a burden - - ? 

A. On freight in total. It has not contributed very 
much to this joint or common expense, but it has not been 
a burden; it has paid all its direct expenses. It has paid 
Something towards the salaries of our operating officers, 
something towards maintenance, and, in my view, it has not 
been a burden. 

MR. BRAZIER: You are familiar with the rules 
governing the separation of operating expenses published 
by the Interstate Commerce Commission? 

A. I have seen them yes. 

Q. Now, Mr. Liddy, you would be willing to agree, I 
presume, that the Santa Fe Railway in the United States is 
one of the best-managed railroads in that country, one of 
the most successful railroads? 

A. I would think so. I do not know anything about 
that railway, but I would say it was a well-managed road. 

THE CHAIRMAN: Is that the railway's reputation? 

A. Well, the only thing I know about it, is they have 
got a geod song about it. 

MR. BRAZIER: Well, in the 21 Per cent Case your 
Company drew certain comparisons between the Canadian Pacific 


Railway and the Santa Fe Company and held the Santa Fe up 
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as one of the examples of a well-managed railroad. 

A. Well, they may have; myself, I did not draw any 
comparisons. 

Q. Have you ever made a study of the accounting rules 
published by the Santa Fe Railroad? 

As NO® 

Q. Are you aware of the fact, that that railway goes 
even further than required by the Interstate Commerce 
Commission in segregating its passenger and freight costs? 

a. igen tr know canyihine about! it. 

Q. Mr. Chairman, I have obtained, and unfortunately 
IT haveronly the one copy, but I would like to file it with 
the Commission for the use of the staff, and it is entitled 
"Santa Fe - Accounting Department, Instructions Relating 
to the Distribution of Operating Expenses, Taxes, Equip- 
ment Rent Pe eoeeeilt Gas Rents" and this is the important 
part as far as I am concerned, that while the Interstate 
Commerce Commission makes that division on a system basis 
between freight and passenger, the Santa Fe Railway has 
seen fit to make the same division between operating districts 
and also as between various states which the Railway passes 
through. 

do 
THE WITNESS: I think they are required to that 

Pipemyiwevent, Mr..Brazier. 

Q. Well, the Commission has the other rules before 
them and they can make a comparison of it. 

A. The Interstate Commerce Commission rules require 
you to breakdown your expenses, freight and passenger, to 
the smallest operating division that you can get. 


(pp Meee tTtT-193..flied. by : Santa Fe - Accounting Depart- 
———H————~ WMr,Brazier ; ment, Instructions Relating to 
: the Distribution of Operating 
; Expenses, Taxes, Equipment 
: Rent & Joint Facilities Rents. 
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COMMISSIONER INNIS: Have you any further informa- 
tion about the Santa Fe, Mr. Brazier? 

MR. BRAZIER: No, just what is contained in that. 

COMMISSIONER INNIS: You have not any information 
as to what they actually do allocate to passenger? 

MR. BRAZIER: It is all set forth in that, and it 
is done on the published basis for different primary accounts. 

COMMISSIONER INNIS: For different years? 

MR. BRAZIER: No, that is a standard. 

COMMISSIONER INNIS: What I wanted to find out 
was whether in any year you had any indication as to what 
the percentage was in the Santa Fe as a result of this? 

MR. BRAZIER: I think I could probably obtain that 
from the Interstate Commerce Commission Reports. I will 
check to see if that is available. I am not quite sure. 

COMMISSIONER INNIS: I am wondering if they go 
any further than the Interstate Commerce Commission if it 
would throw any light. 

THE CHAIRMAN: What did the Santa Fe succeed in 
doing according to this? 

MR. BRAZIER: This is the Instruction Manual 
which is published to their Accounting Officers advising 
them as to the breakdown of the expenses that they are 
to make. 

THE WITNESS: May I see a copy of that Exhibit, 
Mr. Bragier, for a minute? 

MR. BRAZIER: Yes, certainly. 

MR. O'DONNELL: Have you got a copy for us, 

Mr. Brazier? 
MR. BRAZIER: No, I have only the one. 
THE CHAIRMAN: Well then, I think this would we a 
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good time to adjourn. 
.. RECESS 
.. UPON RESUMING 


THE WITNESS: During the Recess, Mr. Brazier, I 
have looked at this Exhibit 193, and in case you have over- 
looked it, may I say that this is instructions to the Santa 
Fe Accounting Department, and it reads:- 

"To conform to Interstate Commerce Commission 

rules governing the separation of operating 

expenses etc. between freight service and passenger 

service." 
and I think if you read the details, you will find that 
this is merely instructions carrying out the I.C.C. rules 
and instructing the employees of the Santa Fe to divide 
these expenses between states. 

MR. BRAZIER: And operating districts? 

A. Between states particularly for the purpose of 
other reports to regulatory bodies. 

THE CHAIRMAN: Does it not deal with the separation 
between passenger and freight? 

A. Oh, yes, this simply says: "To conform to the 
1.0.0. rules. They instruct all railways in the United 
States to do that. 

Q. You said something about "between states"? 

&. Yes, that is the Santa Fe system operates over 
probably five or si: states and ert state public authority 
requires an annual report. 

Q. An annual report on all these things - passenger 
and freight, for instance? 


A. Very similar to the Canadian Pacific Report we 
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make to our Dominion Bureau of Statistics. It requires 

not only one report, but the Interstate Commerce Commission 
requires a report for the entire System and each individuel 
State through which that railway runs requires a report of 

the traffic and other statistics pertaining to that state. 

Q. And divided up between passenger and freight traffic? 

A. Yes, sir, very burdensome regulations. 

MR. BRAZIER: There is no Intestate Commerce 
Commission requirement as to the State apportionment? 

A. No. 

Q@. And as far as you know there is no State require- 
ment as to the operating district apportionment, is there? 

A. Well, that would be naturally kept. The Inter- 
State Commerce Commission's rules say that you shall keep 
these expenses by the smallest unit of operating division. 
That is the essence of the Interstate Commerce Commission's 
rules, and therein lies its burden. 

Q. Now, Mr. Liddy, I want to refer you to a statement 
in Part I of the Canadian Pacific Railway's Brief at page 
124, the first full paragraph on that page, which reads:- 

"In the era when passenger traffic was the 
exclusive preserve of the railways, knowledge 

of the cost of this service was of value and of 

Significance in rate cases. Since then, air and 

highway transportation have grown to such an 

extent that it is out of the question to establish 

passenger rates in relation to cost of service 

and a separation of expenses between freight and 

passenger has lost much of its former significance. 

From management's point of view, a passenger 


service! ‘income account', in effect, would be of 
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no more than academic interest in face of the 

hard fact that the railways are under obliga- 

tion to continue supplying passenger service". 

Now, I wanted to ask you why you think that knowledge 
of this subject was more important in rate cases when you 
had a profitable service than it is today? 

A Well, I thought that was elemeneens Mr .OBrazier 
If in, say, the period 1910, 1912, your passenger services 
began to show a loss - - 

Q@. That early? I suggest it was around 1920 and 1921. 

MR. SINCLAIR: Let him finish, Mr. Brazier . He 
said "if". I think you should let the witness finish. 

THE WITNESS: Then we would, in such a circumstance, 
have a good case to go before the Board and say: "The 
passenger rates should be increased; we are not making 
enough net", and if that was the view of our passenger 
people, that passenger service would stand an increase, that 
is what is meant in this Brief by the words "...would nave 
Significance in rate cases". But the situation now, ig that 
even if we are operating at a loss, even granted that wie 
are operating at a loss, what are you going to do about 
passenger rates - drive it over to the buses and airplaneés? 

THE CHAIRMAN: One point that occurs to me out 
of the first sentence of the paragraph, is that apparentlyV’ 
in the older days you had a knowledge of the cost of 
Service and said it was of value. You must have had some 
means’ of arriving at it? 

As We have today; sir. 

Q. The same means as today? 

Yeo, "Sir. 


A 
Q. That is, some are identifiable costs and the rest 
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are apportioned? 

A. Yes, sir. No two people have exactly the same 
views. 

Q. I thought perhaps you had a better system of 
accounting in the old days, but it is the same as now. I 
mean, certain expenses were earmarked exclusively to 
passenger service, and as to the rest, you could not earmark 
in that way and you apportioned it? 

Bi. ves, Sir, 

Q. You always did that, and never did anything else? 

A. That has always been operating in our accounts. 

Q. I mean, when, as you say, these figures "...were 
of significance in rate cases", that is what you say here? 

aa Nes, 

Q. This is the same sort of information which you 
Supply now? 

A. The Interstate Commerce Commission, Mr. Chairman - - 

Q. We are talking here about Canadian rate cases. 

A. We have had this information for years and years, 
and in the United States the Interstate Commerce Commission 
Started to divide freight and passenger as early as 1888. 

Q. But I am not interested just now in that. I mean 
to say, that when you say here in your Brief that formerly 
when you had, we might say, a practical monopoly of 
passenger service, the knowledge of the cost of that service 
was of value to you and was significant in you r rate Cases? 

A... Yes. 

Q. I thought perhaps you just meant that in those 
days you employed better means of allocating more exactly 
the cost of passenger service than you can do today, but 


you tell me No, it is the same way? 
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A. No, that was not the thought. 

MR. BRAZIER: Can I presume then, Mr. Liddy, that 
in the old days that you were speaking of, that the company 
would have been fully justified in going before the 
regulatory body with cases similar to that which you have 
on Exhibit 180 and asking for an increase in passenger rates? 

A. Well, that would have been one of the factors. ' No 
doubt there would be increased wages, increased material 
prices, the same as we have had in these recent freight 
rate cases - other factors. 

Q. Now, have you anything more to say on that? 

A. 6 6No. 

Q. I just want to ask you some questions, Mr. Liddy, 
about the Other Income Account? 

THE CHAIRMAN: Are you referring to an Exhibit? 

MR. BRAZIER: Just some general questions first,’ 
Mr. Chairman. Mr. Liddy, do you know when the other Income 
Account was established as such? 

A. I would not be surprised it might be the same year 
as we show in our digest of development, page 27 in the 
Appendix to Part I. It would be around the year 1892, I 
take it. 

Q. Mr. Liddy, I have before me some of the Annual 
Reports of the Canadian Pacific Railway and‘ I find this 
statement in the Annual Report for the year A911. It is 
found at page 9 of the Report of that year, p@ragraph 14, 
and reads: 

"You will have observed that in this 

Annual Report earnings and expenses of your rrail- 

way and steamship lines are shown together, 


and that the revenue from other sourses is givesh 
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in a separate statement. This is in accordance 

with the policy outlined by your directors in 

the circular letter of March 15 last". 

Now, I suggest to you that that is when the Other Income 
Account was established. 

COMMISSIONER INNIS: What page was that account? 

MR. BRAZIER: That is in the Annual Report for the 
year 1911. 

THE WITNESS: Well, I don't know as to that, Mr. 
Brazier. 

Q. Have you examined the early Annual Reports of the 
Company? 

A. No, I have never gone back very much into those 
Reports. I would not be surprised but that these figures 
may be taken from the Reports that were made to the Dominion 
Government, 

Q. I would suggest to you that the figures on Exhibit 
190, prior to the year 1911 are actually your steamship 
earnings which have been taken out of your General Report 
of that year and shown separately on this Exhibit? 

A. You may be right. 

THE CHAIRMAN: Of what particular year? 

MR. BRAZIER: Prior to the year 1911. 

THE CHAIRMAN: The entries there begin with the 
year 1892? 

MR. BRAZIER: Yes, from 1892. 

THE CHAIRMAN: And are you saying now, that down 
to the year 1911 you think these represent only steamship 
income? 

MR. BRAZIER: Yes, which were before that time 


not even treated separately in the Annual Reports, but 
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which have been taken out for the purpose of this Exhibit 
190 showing them separately. I will just show you these two 
Annual Reports, Mr. Liddy. There is the Annual Report for 
1910. 

COMMISSIONER INNIS: What are the steamship earnings 
for that year? 

MR. BRAAZIER: It says "Net earnings of steamships 
in excess of amount included in Monthly Reports $909,235. 

THE WITNESS: I would really have to look at our 
detailed Report to the Dominion Government before I could 
Say anything specific about this. 

Q. I will show you the Annual report for 1911, where, 
for the first time, they give "The following are the details 
of Other Income for the year ended June 30, 1911". 

A. Well, that might have been the way we reported to 
the shareholders. 

THE CHAIRMAN: And that includes things besides 
the st.eamships? 

MR. BRAZIER: Yes, it includes many things - 
interest on cash proceeds and all bank payments for land, 
interest on deposits and loans, interest from a number of 
railway bonds, interest from Dominion Government bonds, 
interest from Ontario Government bonds, interest from 
British Consuls - - 

THE CHAIRMAN: Well, all those things must have 


been accounted for in some manner previously? 


(Page 16827 follows:) 
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MR BRAZIER: But in the Annuel Report they were 
all in the one secount. 
Q. I would also call your attention, Mr. Liddy, to 
a statement conteined in the Report of the Proceedings of 
the 32nd Annual Meeting of the Shereholders, held on 
October 1, 1913, which statement is found at page 6 and 
reads as follows: 

"The reilwey companies in the United States are 
required to segregate their railway eernings proper 
and their income from other sources, end, while there 
is as yet no similar legal requirement in Canadas, we 
have, as you know, recently made such a change in 
our system of accounting as to practicelly conform 
to the prectice of other railway companies, but we 
Still include in the earnings of the railway returns 
from our commercial telegraphs system and our Pacific 
Coast steamships. In the next Annual Report the 
revenue from these sources will be treated es special 
income, and of course there will be a corresponding 
reduction in the gross end net earnings of the 
railwoy." 

And one further section, Mr, Liddy, in the Annual Report 
of the year 1914, found at pege 11 of that Report, 
peragraph 18: 

"The net revenue of the commercial telegraph 
System, Pacific Coast steamers and News Department, 
that in previous years had been incorporated in the 
revenue of the railway, is deducted from the surplus 
Shown in the revenue stetement this yeer end trens- 
ferred to special income sccounts." 

Now, I suggest to you thet those sections deal with the 
beginning of the account noew known aes Other Income? 


A. They no doubt sre: true records. 
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-16828 - Mr. Liddy er.ex. 


COMMISSIONER INNIS: You have no suggestion 3s 
to why this wes done, Mr. Brazier? 

MR BRAZIER: No. I thought it might be en- 
lightening if the company could make available to the 
Commission the circular letter which they refer to in the 
1911 report. They say there, in setting the account up 

"This is in accordance with the policy outlined by 

your directors in the circular letter of March 15th 

Leas, 
which would be March 15th of 1911. Apparently the reason 
for setting up this account would be set forth in that 
eLreulary 

Q. Do you know whether or not that would be available 
at this date, Mr. Liddy? 

A. No, I wouldn't know. I heve never seen it my- 
self. I could make enquiries if you want me to. But what 
happened in 1915, 1914, 1913, is quite a long way now, Mr. 
Brazier, from where we are, 

Q. I appreciate that, Mr. Liddy, but it might 
give us some light on why the Other Income eccount was 
set up? 

A. Well, I think you will find the real reason is 
thet around thet time we got into freight rate cases, and 
we had to get down to the railwey business. I think the 
first large freight rate case wes the 1914 Western Rates 
Case. These gentlemen like Mr. Frawley know more about 
that past history than I do. 

MR FRAWLEY: I thought there was @ pretty import- 
ant one in 1906-07. 

THE WITNESS: Whet was the name of thot one, Mr. 
Frawley? 

MR FRAWLEY: The one that set up your Schedule A. 


MR SINCLAIR: International rates. 
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-16829- Mr. Liddy, cr-ex. 


MR FRAWLEY: Internationel rates, 

THE WITNESS: I do not think thet had anything 
to do with revenue case, though. 

MR BRAZIER: Q. Mr, Liddy, referring to some of 
the items included in Exhibit 189, which is the earnings 
on investments in enterprises which have been suggested 
from time to time should be included in the railway 
account, I just want to ask you one or two general ques- 
tions sbout thet. I think your remark was that so far as 
the Toronto Terminals Railway Compeny was concerned it was 
just another investment which you had wmade,-and. it. could 
just as well have been in Dominion of Canada bonds, and 
then there would be no question as to it being Other Income. 
Do I correctly state the purport of your--- 

A. Oh, I think generally that is the case. 

Q. Let us presume, then, you put that money into 
Dominion of Canada bonds; what would you have done for 
terminal facilities in Toronto? 

A. Well, the Toronto Terminals Roilway Company would 
have had to sell its securities on the open market, end I 
hope at could have got a price, an interest rate, thet was 
Close to five per cent. I doubt it; I doubt it. It would 
have to sell some of it in stock; I do not think it could 
Sell bonds for its entire property investment. 

Q. Not only do you own half the bonds issued by that 
company; you also own half the common stock, don't you? 

Bn PES. 

Q. n@ probably you would have had to guerentee the 
bonds issue d by your subsidiary? 

A. Well, we have hod experiences with guerentees; 
they cost money. 

Q. Yeou ere not seriously suggesting that your invest- 


ment in thnast terminal compeny is the same as an investment 
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-16830- Mr. Liddy, cr-ex. 


being mode in Dominion of Canada bonds, are you, Mr. 
Liddy? 

A. No; I do not think I said that. 

Q. That is an investment made Solely for rail pur- 
poses? 

fe nes Le not the point, Mr. Brazier, sat all, 


Q. You think there is a distinction that can be made 


A. Well, the Toronto Terminals R-ilway Compeny was 
set up by the old Grand Trunk Reilway and the Cansdian 
Pacific for the purposes of having a joint terminal, that 
is, saving the old Grend Trunk and Saving the Coenadian 
Pacific some investment in Operating a station that was 
Joint. Now, in order that these facilities might be built, 
the parent companies edvanced the money to these two com- 
penies -- to this company, the Toronto Terminals Railway 
Company -- for its property. 

Q. You think there is 9 distinction in hendling it 
that way then if you built your own terminal in Toronto; 
it might cost you more, I will sdmit that. 

A. Well, if we were to build say s $15 million station 
in Toronto ourselves thet might have required finencing by 
the way of some common Stock, some preference stock, some 
bonds; end you would find thet then in our property invest- 
ment. Now, the Toronto Terminals Railway Company, the 
investment in that property in Toronto, is not’ in that 
figure of a billion and one. 

Q. I quite appreciate that, Mr. Liddy. 

A. So thet whichever way you do it, this is the way 
that all U. S. railways have done it. There are hundreds 
énd hundreds of joint fecilities down in the United States, 
| Q. Do they cherge the bond interest against their 
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-16831- Mr. Liddy, cr-éx, 


A. Yes, exactly -- we follow the I.C.C,. accounting. 

Q. Could you give me eny examples, Mr. Liddy? I 
have never been able to find any myself where they made o 
charge of this nature to their Other Income. 

A. Well, I have to refer you, to the I,0.C. classifi- 
cetion. 

Q. Could you show me in ea report of any Americen 
reilroad? 

A. Do you went to be Shown? 

Q. I certainly do, because I have not been able to 
find en example where an investment--- 

A. Have you written them? 

Q ---of this type is charged to Other Income, 

A. Have you enquired anywhere? 

Q. Yes, 
MR SINCLAIR: Where? Better get it on the record, 


where Mr. Brazier has enquired and whet he asked them. Let 


Gs tind out. 


MR BRAZIER: Q. Can you give ney Mn. nbiddysy or 
would you be able to within 2 few deys if you haven't it 


immediately svailable--- 


MR SINCLAIR: There is not much use in his 
duplicating the work Mr. Brezier has alresdy done, so if he 


would tell us the ones he hes written to we would be saved 


that effort, 
MR FRAWLEY: Who is cross-examining whom? 


MR SINCLAIR: I am just trying to keep the record 


Clear, 


THEE CHAIRMAN: Whatis it you ore asking to have 


done, Mr, Brisazier? 


MRR BRAZIER: Mr. Liddy has said that the American 


railroads hezandle 9 situation such as this in exactly the 


Seme wey, thhat is, they charge the bond interest to their 
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-16832- Mr. Liddy, cr-ex. 


Other Income, 

| THE CHAIRMAN: "A situstion such as this" -- ere 
you talking of the Toronto Terminsls? 

MR BRAZIER: The Toronto Terminals. 

THE CHAIRMAN: Theat is, several roads get toge- 
ther and create a new company; is thet what you mean? 

MR BRAZIER: And build oa terminal, and then 
charge the interest on the bonds issued by the terminol 
compeny egainst their Other Income rather then ageinst 
their Rail Income, 

THE WITNESS: Mr. Brazier, I think if you just 
Simply think of it for e minute you would find the enswer. 
Supposing we made the Canadian Pacific Annual Report read 
"Canadian Pacific Annual Report and one-half of the Toronto 

Terminals Railway Company" -- that is whet we would heve 
to do if we did not put this--- 

Q. Now, Mr. Liddy, isn't this correct--- 

A. Now, just let me finish, please; I had not quite 
finished. This is 9 separate company. We do not own it, 
and the Canadian National do not own it. We only have an 
interest in it, end they heve their own employees, they buy 
their own materials, end they have their own payrolls, end 
Simply D plain statement of the fact is a refutation of 
whet you ‘sre suggesting. 

| MR BRAZIER: Q. All I am suggesting to you is that. 
the interest which you receive from the Toronto Terminels 
Reilway Compeny on the bonds which you hold in that company 
Shoukd properly be credited to your rail income rather than 
tO Wour other income? 

A. I do not agree with you. 

Q. Wou do not agree with that at all? 

Wheat would you do with the investment? 


F 
a9 


Q. You would put that, I presume, in your reil invest- 
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ment. 

i. We would ‘have--= 

Q. Is this the correct situetion, Mr. Liddy, thst 
the Canadian Pacific Reilwsey Company es 9 rail enterprise 
does pey to the Toronto Terminals Railway Compeny rent 
for the use of the Toronto terminel? 

fA. Thet is under agreement; end the Canadian Nationcl 
pay rent. 

Q. And that is cherged egainst your rail operation? 

hen Teet Ls righ: 

Q. And that rent which the Toronto Terminals Railway 
receives from you end from the Canadian N tionel equolly--- 

ayevonetoistriehs: 

Q. ---is in turn used to pay you the interest on 
your bonds equelly? 

A. That is right; end there is no investment in the 
railway property for thet terminal, and thet is e common 
arrangement end strictly in accordance with the prescribed 
classification of accounts of the 1.C.C. 

Q. I suggest to you, Mr. Liddy, that that may be of 
importance if you establish freight retes on a rate of 
return basis, but when they ere established in the present 
manner it makes 2 considerable difference to the income 
which your ra4tl eccount shows? 

A. Well, it is absolutely fundementelly wrong to 
merge two companies together. They ere two separate com- 
panies, the Canedian Pocific and the Toronto Terminols 
Railway, and we could not merge them in our sccounts. 

| Q. Mr. Ividdy, I wlll just esk you 3 question or two 
| regarding communications now. Can you tell me whet port 
of your revenue in the commmunication depertment is re- 
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ceived from the railway. . for services rendered to the 
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users? Probably, Mr. Liddy, if you could obtain that 
information end put it on the record--- 

AY? Ioneve it rignt here, Mr, Brazier, I think, in 2 
minute. For the year 1948 the Cenadian Pecific were 
cherged with the following amounts for communicetion 
services performed by our telegraph department: Under 
maintenance eccount 247, $2,041,000, ana operation 
account 407, $1,624,000, 2 total cherge eageinst the roail- 
wey of $3,666,000. Now, the totel expenses of the 
Cenedian Pacific communications department was $7,813,000 
-- thet is efter deducting these items thet I Speek of -- 
so thet is a total expense, including the reilwey, of 
$11,400,000, so that the telegraph service rendered the 
railway was ebout a third of the total activity of our 
communications department. 

Q. Are those the only two reilwey accounts that ere 
charged with expenses of the communication system? 

Ae thee iseright., 

Q. Now, Mr. Liddy, I would like to just ask you one 
or two questions in regard to deprecistion. I presume I 
am correct in taking from your evidence that you ere in 
favour of the user system of depreciation? 

A.) Yourrere MIene, ‘sir, 

Q. Could you tell me what a normal yeer of operation 
is with the Canadien Pacific Reilway? 

A. I do not determine normal exactly for deprecistion 
purposes. I can determine averages. Normel is 5 changing 
concept. 

Q. I suggest to you, Mr. Liddy, that unless you 
take what is to be a normel year when applying 2 user 
basis of depreciation, upon which you areto base freight 
rete levels, you ere going to have e distorted picture? 


ee. You assert that as oe fact? 
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Q. I am asking you if you agree with that statement? 

f.. Well, Mr. Brazier, you ere getting down now to the 
matter of determination of 9 rate, whether the rate of 
deprecietion is correct or not. 

Q. No, if I may correct you, Mp. Liddy, 1 sm not 
speaking of the rate at all, Say you have struck your 
rate; now, I suggest if you toke 2 year of high traffic, 
where you have a high traffic level, and fix freight rates 
for the future in that porticular year, you are going to 
have a very large, much lerger dollar charge than you 
would if it was fixed in senother Year of Low trertic? 

A. Under the user method? 

Os. Yes, 

A. dust the reverse, It is the fixed line method 
thet.is rigid, it is the fixed straight line method thst is 
going to give you distortions. The user method, Mr, 
Brazier, goes up and down with your traffic and assesses 
egainst each unit of treffic the same charge, yeer in ond 
year out, in good years and poor yeers. 

Q. Mr. Liddy, what I am putting de, 1f you take a 
year such as 1948, or 1947, which was a year of high troffic 
level -- is that correct? 

Ae I would agree with that. 

Q. And as a result of that on the user basis you get 
8 very high cherge in dollars for depreciation? 

A. When you say high charge, you meen per unit of 
traffic? 

Goth dollars, 

A. Yes, In:dollaps, I won't sey dt Le acweryohnten 


charge. We get 2 cherge for depreciation in dollers that is 


c 


releved to trartic. 
Q. I will put it this way, thet it is higher than 


would be a normal charge if it was taken over a period of 
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yeors? 

A. In dollars? 

Q. In dollars. 

A. Yes, but no more abnormal then the traffic is in 
that year above previous years. 

Q. I suggest to you that thet distorts the freight 
level that is fixed as a result of thet high doller 
charge? 

A. Well, I do not agree with you. 

THE CHAIRMAN: What is your proposition that Mr. 
Liddy does not agree with? 

MR BRAZIER: If freight rates are fixed in 9 year 
of high traffic level with the use of the user. system of 
depreciation, you have a high dollar charge in that parti- 
culer year which is reflected into the requirements of 
the railways. As a result a higher freight rate has to be 
fixed than if it was fixed in 9 normal year. 

COMMISSIONER ANGUS: Is not the point between you 
that Mr. Liddy thinks that is offset end more than offset 
by the high income in a high traffic year? 

MR BRAZIER: Yes, but my point, Dr. Angus, is 
thet freight rates sre set for a period of years, and that 
level is struck in the year of high traffic level, and the 
level of freight rates does not come down. 

MR SINCLAIR: Oh, now, just a minute, Mr. Chair-. 
man! The Board remains seized of these proceedings, end 
ifthe railways ere earning too much they can on their own 
motion initiate reductions, ond have done so; end I think 
it is very wrong for my friend, and I am sure he did not 
mean to put it that way, that the freight rate levels do 
not come down. I mean, history has proven that they did. 
MR BRAZIER: I will refer your lordship to 6 


section later in the judgment in which that subject is 
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dealt with, in the last judgment of the Board of Transport 
Commis Sioners,. 

THE CHAIRMAN: The last one? 

MR BRAZIER: Yes, 

MR FRAWLEY: The second last one, 

MR BRAZIER: In the 8% Case; it is dealt with 
in there; 

Q. Now, Mr. Liddy, I think I have just--- 

A. I of course do not agree with that section of the 
judgment --- 

Q. Whet I have stated is in fact What the Board 
found in its judgment, isn't it? 

A. I do not know what evidence they found thst on. 
It is a stotement--- 

Q. It is in the judgment, though? 

A. Oh, yes, I will agree it is in the judgment. A 
lot of things in the judgment we don't agree with. Because 
it is in the judgment does not prove that it is right. 

Q. Just one other question with regard to using the 
user system of depreciation. You use that in relation to 
fences? 

THE CHAIRMAN: In relation to what? 
MR BRAZIER: Fences; that is quite an item, I 
think, in the reailwey investment. 

Q. You tseke--- 

BL Tne user Gasia for fences? 

Q. Yes; it is in your depreciable road property? 

A. Oh, yes. We allocate the loss of service value 
of all our property over years on the basis of units of 
use, irrespective of whether it is equipment --- 

THE CHAIRMAN: Q@. That is, ell your depreciable 
property? 


A. Yes, irrespectiwe--- 
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- You include fences? 


- Fences is = depreciable item -- telegraph poles. 


Q 
A 
Q. That is, they are not on 2 renewal besis? 

A. Theat is right; ties and rails, they ere renewals. 

Q Yes, that is whet I understood, 

A. Stations and bridges end fences and Signals. 

MR BRAZIER: Q. I just want to take the one, 

fences, for illustration. Thet is depreciated upon a 


basis of so meny gross ton miles OF wlrafiie 7 


(Page 16838 follows) 
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A. I did not segregate these individual items. We 
are on what we the group basis. You are thinking of some 
details of the I.C.C. Bureau of Valuation, or something. 

The Canadian Pacific depreciates its entire group 
of road property as a group, and it allocates depreciation 
between the years on the basis of use. 

THE CHAIRMAN: I am not sure of what the word 

"eroup" includes? 

MR, BRAZIER: It includes all the depreciable 
road property, I think. 

THE CHAIRMAN: The fixed property, not the moving? 

MR. BRAZIER: Not equipment, but bridges, tunnels, 
and all that sort of thing. 

THE CHAIRMAN: And station houses? 

MR. BRAZIER: Station houses, sheds, and all 
Chao sort of thing, 

MR. BRAZIER: Q. In getting a rate for the 
group, you have to measure all the component parts of that 
group in the terms of the unit of use that you are going 
to adopt? 

Ay That is rights 

Q. So you would have to apply it to fences, as being 
one of the units of that group? 

A. Yes. 

Q. Do you think that the depreciation of fences can 
be related in any way to the traffic which passes over 
your tracks? 

A. I do not have to think that way. 

Q; You do not‘ attempt to do it? 

A. I do not attempt to do it. We are only thinking 
of a rational and systematic manner of spreading our 
depreciation over the years. We are not thinking of 


physical depreciation whatsoever. 
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THE CHAIRMAN: Q. Isn't that a pretty strong 
statement to make? You say it is a user basis? 

A, No accountant, Mr. Chairman, can measure physical 
depreciation, and no accountant attempts to put it in his 
books as such. All an accountant attempts to do is to 
have an allocation of depreciation. 

Q. And you still call it a user basis? 

A. Yes. The yardstick is user. 

Q. Yes. 

THE CHAIRMAN: Are you finished, Mr. Brazier? 
MR. BRAZIER: Yes. Thank you, Mr. Liddy. 


THE CHAIRMAN: We shall adjourn now. 


---At 4.55 p.m. the Commission adjourned until tomorrow, 
moenesdeay.: Maren 25. 1950) ac 10.30 “o clock’ 4 ym. 
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Nttawa, Ontario 
“Thursday, 
March 2, 1950. 


Rae RR at a i 
---The Commission resumed at 10.30 a.m. 


MR. EVANS: Before I go on with the matter of 
just and reasonable rates, I want to answer a question Dr. 
Innis put to me yesterday at page 16764 of the Record:- 

"You have not actually, or are you putting 

in as an Exhibit the extent to which labour is 

responsible for the working expenses?" 
and I said on the following page that I would get that for 
you. 

Now, I have taken the years 1940 to 1949 inclusive, 
and expressed the payroll as a percentage of operating 
expenses. You mentioned "working expenses” but working 
expenses include taxes and I thought perhaps operating 
expenses is a better basis. 

In 1940, the payroll was 58.9% of operating expenses, 
1941 55.35%, 1942 54.71%, 1943 51.68%, 1944 52.49%, 1945 
51.76%, 1946 55.29%, 1947 54.3%, 1948 55.51%, and 1949 
55.414. 

Now then, I could, if you like, give you the percentage 
of operating revenue if you would like that. Would you 
like those, sir? 

COMMISSIONER INNIS: I think it would be very 
ueercul. 

MR. EVANS: Then, for the same years I will just 
read the list, starting with 1940 and expressing the payroll 


in percentage of operating revenue: 
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43.80: 39.47: 38.85: 37.39: 41.24: 42.090: 47 B32 47.25 
50.96: and 50.89. 

MR. COVERT: I was going to say if you had the 
dollars in both you might just give them to the reporter 
and they can be copied into the record at this stage. 

I have not 


MR. EVANS: I will be quite happy. 


any copies. 


CANADIAN PACIFIC RATLIWAY COMPANY 


STATEMENT SHOWING RATIO OF PAYROLL TO OPERATING 
REVENUES AND OPERATING EXPENSES, YEARS 1940-1949 


Payroll 

Charged Operating Operating 
year Oper . (Exp. Revenues Expenses 
1940 $ 75,136,085 $171,535,476  $127,559,593 
1941 87,818,475 222,502,518 158,655, 359 
1942 100,538, 444 258,788,455 183,755,422 
1943 111,805,234 299,023,042 216,347,579 
1944 132,088,782 320,262, i3e 251, 6467915 
1945 133,592,959 317,406,710 258,121,827 
1946 140,874, 155 294,545,601 254,775,514 
1947 151,790,688 321,223,099 279,520,795 
1948 181,047, 340 355,249,702 326,178, 356 
1949 184,870,924 363,252,094 333,646, 392 
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CANADIAN PACIFIC RAILWAY COMPANY 


STATEMENT SHOWING RATIO OF PAYROLL TO OPERATING 
REVENUES AND OPERATING EXPENSES, YEARS 1940 - 1949 


Loar Ratio Payroll to 

Oper. Oper. 
Year Rev: Exp. 
1940 43.80 58.90 
1941 39 47 Jo too 
1942 33.55 54.71 
1943 37 .39 51.68 
1944 41.24 52.49 
1945 42.09 51.76 
1946 47 .83 55229 
1947 47.25 54.30 
1948 50.96 Poghel! 


1949 50.89 55.41 


we a re ip 
wens na, " B | ; 
ae 


% 
ake -* a 
] 
« 


ae, ee  em.sH i eee ae 
eer ae. Sub bie 
te eye 
feae Fe ae 
A ae) eee 


te “- 

Me ti “4 

i ait 

f : 

ris | 

ig 114) 

» | 

a thls 
u ot id Ge 
n ‘i He 
pS nay 
rr Ate 


- 16842 >. 


Now then, I had prepared, sir, a memorandum setting 
out the principles which have governed the Board of Trans- 
port Commissioners at arriving at just and reasonable rates, 
and I apologize to my friends for : > putting this in at 
this stage, but since I have been asked for it several times, 
I thought your lordship would want it, and the reason I 
would prefer not to put in a memorandum, is that I thought 
Some points might arise upon which you might want explana- 
tion. 

Now, the first case I would like to refer to, and I 
won't give the citation because the reporter will have the 
citation, is the Granby Consolidated Mining, Smelting a 
Power Company Limited, decided recently to which earlier 
reference was made, and in that Judgment which was an 
interlocutory matter, the Board said as follows: 

(Wardrope A.C.C. February 18, 1950.) :- 
"The Board in dealing with reasonableness 

of rates in the many cases dealt with, has never 

found it possible to lay down a precise formula 

whereby the reasonableness of a rate could be 

accurately determined. In all its experience 

it has found, that many and varying factors 

enter into each case." 

Now then, going to the factors that are taken into 
account, and the first fector that I want to mention is the 
ability of the traffic to bear the rate in question. 

THE CHAIRMAN: You are adhering to the Board's - - 
MR. EVANS: I am giving you a list of cases where 
the Board has taken each of these factors into account. 


THE CHAIRMAN: You are going on to another case? 
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MR. EVANS: Yes, sir. 

THE CHAIRMAN: Pardon me, when was this Granby 
Case? 

MR. EVANS: That was decided on February 18. 

THE CHAIRMAN: This year? 

MR. EVANS: Yes, sir. Then, the ability of the 
traffic to bear a rate is a factor which the Board considers 
and examples of that are to be found in the case of the 
Montreal Board of Trade v. Canadian Freight Association and 
the citation of that will be in the record. ((1913) 15 C.R.C. 
429). Now, that had to do with the ciassification of 
flannelette sheets. Now the classification, as your lord- 
Ship knows, is the grouping of commodities in what has been 
called a classification, and in the grouping each commodity 
or group of commodities is given in a column a class to 
which that commodity belongs. It may be a different class 
for less than carload than it is for carload, but the position 
in the classification of each of these commodities is a 
matter which the Board always has to weigh and in which the 
Sole question is reasonableness. 

Now then, that case that I referred to had to do with 
the classification of flannelette sheets and the Board, 
in that Case, adopted the report of the Chief Traffic Officer 
and at page 432 this appears:- 

"Mr. Walsh's reference to distribution 

of the cost of transportation as the object of 
freight classification cannot be questioned; yet 
reductions in the ratings.of articles that are 
able to bear the high carrying charges must 
necessarily tend to curtail the ability of the 
carrier to make rates without which the cheaper 


commodities cannot move at a profit". 
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There is the ability to bear. 

Now then, a similar case was that of Horne Company 
v. Canadian Freight Association ((1916) 22 C.R.C. 344). 
That was also a classification case. The commodity was 
Health Salt, and the Assistant Chief Commissioner D'Arcy 
Scott at page 347 in the report says this:- 

"The grouping of the articles must of 
necessity be more or less broad... It is also 
elementary that in order that the cheaper goods 
may be carried any distance at all the Classi- 
fication must be arranged according to the 
ability of the various articles to bear their 
Share of the cost of transportation, so that 
luxuries and things that move in compar atively 
small quantities are rated higher than the 
indispensable." 

Then, there was the case also of the Becker Lumber 
Company v. Canadian Pacific Railway et al ((1935) 43 C.R.C. 
386). And that was a case in which shipments billed as 
fuel wood were actually used as mine props. Now, it some- 
times becomes necessary to examine a commodity to see what 
use you make of it - - 

THE CHAIRMAN: What were the articles? 

MR. EVANS: These were shipments billed as fuel 
wood, but the shipments were actually used as mine props. 
They were wood, I suppose, partly logs. 

THE CHAIRMAN: They were intended to be used as 
mine props? 

MR. EVANS: They were used in fact. 

THE CHAIRMAN: And that was their intention 


was it? 
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MR. EVANS: Yes, but they were billed de Pde 
wood apparently. Somebody apparently had decided they could 
get a cheaper rate by billing it as fuel wood. 

Now, the Foard, in that case at page 389 of the Report, 
which will also be in the reporter's record, said this:- 

"It has always been held, that the use of 

a commodity may be properly taken into 
consideration in determining the measure of the 

rate thereon." (The Board, McLean, Stoneman and 

Stone, at page 389). 

That again is a value of service element that comes into 
account. 

Another case, the Alberta Dairymen's Association in 
connection with freight rates on butter. Now, that was an 
application for a reduction on rates on butter on account 
of the drop in price of the commodity, and at page 78 
(28 C.R.C. 75) this appears:~ 

"The principle of charging what the traffic 

will bear is one of the factors which has been 

recognized with rate regulation. At the same 

time, it has not been accepted as the only 

factor. If a reduction in the price of a 

commodity is to automatically bring with it a 

reduction in the rate, it would logically 

follow that an increase in the price ora 

commodity would automatically carry with it an 

increase in the rate. This principle has not 

been accepted by the Board as valid. The 

mere ability of an article to pay, aside from 

the question of whether the increase in revenue 

to be derived from the increased rate is justi- 

fiably necessary, is not a conclusive justifica- 


tion for an increase in rate". 
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Now then, there is another factor. 

The second factor is the comparison with other rates 
in other parts of the country, and I will not get into the 
question of discrimination at all. We are still on pure 
reasonableness. The example I first offer is Tilston v. 
Northern Pacific Railway and City of St. Cloud v. Northern 
Pacific Railway ((1899) 8 I.c.c. 346). That is rather 
an old case, a decision of the Interstate Commerce Commission 
in 1899, but it has been cited with approval by Mr. Coyne, 
who wrote a recent book on the railway Act and it was a 
Fourth Section Case, that is to say, it was a case in which 
the railway presumably was asking for relief under the 
Fourth Section of the Act, in the case of competitive rates, 
and your lordship will remember that one of the factors 
in that is to consider whether the rate to the intermediate 
point is in itself reasonable and that is a factor in 
determining whether you apply the competitive rate as a 
maximum at the intermediate point. 

Now then, in that case Commissioner Prouty of the 
Interstate Commerce Commission said this:- 

"It is said that the rate from St. Cloud 

(St. Cloud being the intermediate point) is 

reasonable incand of itself. 4 Alrate can seldom 

be considered. ‘in and iof itself'.. Lomust be 

taken almost invariable in relation to and in 

connection with other rates. The freight rates 

of this country, both upon different commodities 

and between different localities are largely 

interdependent and it is the fact that they do 

not bear a proper relation to one another rather 

than the fact that they are absolutely either 

too low or two high which most often gives 


occasion for complaint..." (Pagel6850 follows) 
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THE CHAIRMAN: He talks about occ2sion for 


complaint -- is that what you said? 


MR EVANS: Well, he says that the reasons for 


complaint ere usually comparisons with other rates, when 


you have reasonebleness involved. 


Then Dawson Board of Trade v. White Pass and 


Yukon Railway Company, (1911) 11 C.R.c. 402. This was 


the case I mentioned the other dey. In that cease Mr. 


Commissioner McLean ssid this: 


That 


"Recognizing that there ere conditions peculier 
to the Skagwey-Whitehorse rail haul, it is at the 
Same time of interest to meke e comparison between 
the rates cherged between Skegway end Whitehorse and 
the rates on the Mountain Division of the Canadian 
Pacific Railway in British Columbia. The class rates 
on this section of the Canadian Pacific are the 
highest in Cenada outside of the Yukon." 
was before the mountain differentisl was removed. 
"The following table gives the rates per ton for 9 
number of commodities in both less then carlots and 
cerlots, as well es the ton mile rates for both these 
classes of trsoffic between Skagway and Whitehorse and 
between Canmore, B.C., and 9 point 111 miles west." 

Then at page 418 he says this: 

"Then again, on this section, the grades are on 
the whole more favoureble than on the White Pass end 
Yukon route. It may be alleged that since practically 
no local traffic of any consequence moves on this 
section of the Canadian Pacific, the class rate is 
simply a paper rete. This may be accepted as true, 
but at the same time the class rates may be taken as 
whet the Canadian Pacific would consider to be reason- 


able rates if local traffic were moving over this 
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Section. And the comparison is of some advantage in 
showing what is the burden of rates on the White 
Pass and Yukon route," 

So there, in deeling with a completely removed 
railway, they used 9 level of rates in similer territory 
on enother railway, the Canadian Pacific, ~just 2s a-meane 
of comperison, 

Then there wes a case of Western Ontario 
Municipalities v. Grand Trunk et al, WIGS) 18 eR UG. Bece 
That was an epplication for a reduction in rates on the 
movement of gravel. The proposed rates were sought to be 
justified by comparison of rates on other commodities 
which the railways themselves hed granted, and also on the 
results of railway operations expressed in the per ton 
mile rate, as shown by governmental statistics, Sir Henry 
Drayton, who was then Chief Commissioner, said this: 

"The Board cannot order the companies to put in 
an unremunerative rate, nor a rate so low 3s to be 
unfairly out of line with rstes which are necessary 
to be maintained, in order to permit the continuance 
of satisfactory operation of railways, due regard 
being hed to proper consideration of the value of the 
commodities shipped and the service performed." 

Now we come into the third fector. This has to do 
with the restriction of markets. There is 3 case of 
Choutnerd v. Canadian National Railways, (1937) 46 c.R.c. 
218. That was an applicstion for a reduction in rates on 
mial refuse, end the basis of the complaint was thet the | 
Present retes amounted to 80 to 90 per cent of the value of 
the commodity, mill refuse. The Chief Commissioner, the Hon. 
Mr. Guthrie, said this, at page 219: 

"On this question of the relation of the trans- 


portation cost to the value of the commodity, it may be 
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stated thet it is not within the province of reilways 
to dictate where manufacturing shall, or shall not, be 
done, or, by meens of rate adjustments or otherwise, 
to select or control the markets where their shippers 
Shell buy or sell. Every Shipper is entitled to a 
reasonable rate; but, if the neture or value of a 
commodity offered for transportation is such as to 
demand sn unreasonably low rate, there is no legal 
obligetion upon the carrier to meet this demand. 

Mill refuse, as its name implies, is a very low-grade 
commodity, the transportation of which for long 
distances mey not always be logical or practicable, 
and, in so far as concerns the administration of the 
law, the carrier has discharged its duty in this 
respect when it has accorded reasonable and non- 
discriminatory rates," 

So in substance that decision merely says that, 
while they recognize that e low value commodity should 
have a lower rate, it does not lie in the Board's power to 
make it unreasonably low to move the traffic. 

Then a case of Dominion Sugar Company v. Canadian 
Freight Association, (1912) 12 C.R.C. 188. The headnote 
contains this: 

"5, Carriers are not required to adjust their rates 
(epert from the general question of reasonableness) 

in such menner 3s to equalize costs of manufacturing 
production in different sections; nor is it necessary 
thet rates on raw material and finished products shell 
be so releted as to tend to thet result." 

Then the other factor, the additional factor 
to which I want to draw attention, is the use of traffic 
statistics in testing reasonableness. An exemple of the 


use of the ton mile as e test is in the same case, Dawson 
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Board of Trade v, White Pass and Yukon Railway Compeny, 


Paty i Cn. 0. hog: There, on that subject, Mr. Com- 


missioner McLean said, at pege 416: 


"While the ton mile rete is not an infallible 
measure of the reasonableness or otherwise of a rate, 
it is to be given due weight," 


Then the car mile: A Sample of that is Werrington 


et al v. Conadisn Freight Association, (1919) 24 C.R.c, 155, 


That 


involved an application for reclassification of live 


poultry, and Mr, Commissioner Goodeve at page 158 ssid this: 


ably, 


this: 


"Dealing first with the comperison between the 
livestock sand live poultry earnings in Official 
Classification territory: While it may be noted that 
in all cases poultry earnings per car are higher than 
those of livestock, I think this is justified by a 
consideration of the importance of the economic position 
of the two classes -- the very great difference in the 
tonnage moved, and the eggregate earnings obtained from 
livestock as compsred with poultry." 

They were trying to get the poultry rates, presum- 

down to the level of the livestock rates. 


Again, at page 159, Mr. Commissioner McLean said 


"The rates as asked for on the Belleville-Toronto 
movement would give earnings per loaded car mile of 
10.6¢; Sundridge-Toronto of 7.6¢; Brockville-Lindsay of 
7.7¢3; and Sarnia-Toronto of 8.2¢. These may be compared 
with the losded car mile earnings for all freight for 
1917 of 15.3¢. The reduction in rate, and that is in 
effect what is asked for, has not been justified." 

They used the car mile earnings there. 


Now the direction of movement: There was a case 


of Drummond v. Northern /lberta Reilways, (1946) 60 C.R.T.c. 
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heey es comparatively recent case. Theat was an application 
to reduce rates between sections on the line from Lec La 
Biche to Waterways (49 miles) to Prairie distributing scale 
basis the same as were applicable on other portions of the 
railway. Mr. Commissioner Stoneman at page 136 said this: 
"Of the eight Subdivisions for which tonnage 
originating sand terminating is reported separately for 
the year 1945, it is evident that a balenced traffic 
condition exists only on the Waterways Subdivision; on 
the other Subdivisions the outbound traffic is greatly 
in excess of the inbound traffic." 
That shows that, although in the result they 
reduced the rates to the prairie level in that case, a 
consideration was the direction of traffic. 
Then a further case of that kind is again Dawson 
Board of Trade v. White Pass and Yukon Railway Company, 
om) 1d COR. Ce 402, to which I have earlier referred, 
where Mr. Commissioner McLean at page 415 said this: 
"Information for the period dow to date" (informa- 
tion was set out from the period 1899 to the middle of 
1906) "is not available to show the proportion of losded 
to empty car mileage and the direction of the traffic. 
It does not seem necessory, however, to pursue this 
phase of the subject matter further, as it is a matter 
of common knowledge that at present the traffic is pre- 
ponderatingly e one-way traffic," 
Then train mile earnings were oalso considered, 
That was again the case of Drummond v. Northern Alberta Rail- 
ways, (1946) 60 C.R.T.C. 122, and Mr. Commissioner Stonemsn 
at page 137 said this: 
"The first conclusion to be derived from the sbove 
table is that the 'profit' earned per train mile on the 


Edmonton-Waterweys line for the years reported above 
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was greatly in excess of that obteined per train mile 
on the balence of the System, the net result being 
thet the train mile earnings on the Edmonton- 
Waterways line contributed considerably in maintaining 
the system train mile net earnings level." 

Now, 8 computsetion was made to show the train 
mile net earnings on the line in question at the present 
level of rates and if the Prairie scale had been in effect, 
end at the bottom of page 137 Commissioner Stoneman says 
this: 

"It is noted from the above tables that the train 
mile net earnings on the Edmonton-Waterways line, even 
after the rate reduction, would still have been in 
excess of the net earnings on the N.A.R. in three of 
the six years included in the comperison, and for the 
year 1945, the last yeer.for which data is aveaileble, 
the net earnings per train mile on this line would 
still be in excess of the net earnings on 'the balance 
of the system', 

The general conclusion to be drawn from the above 
comperison of net earnings per revenue train mile is 
that the lowering of the freight rates to the Prairie 
Scale level would not seriously affect the net train 
mile earnings on the N.A.R. as 2 whole." 

Now, from that factor we step into the character- 
istics of the commodity. These characteristics ere the most 
important factor in dealing with classification, sand an 
example of that kind of case is the Canadian National Roil- 
ways v. Northern Transportation Compeny, (1941) 53 C.R.T.C. 
148, That involved a rating on "ship pertitions", and that 
had never been previously classified, and the analogy rule, 
So-called , was applied; that is to say, the ruling principle 


in classification cases is to find an analogy in snother 
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commodity and to consider whether thet enalogy is suffi- 
ciently strong to warrent putting 2 commodity in the same 
class. Chief Commissioner Cross -- this was a 1941 
gecision’ == at page 155 says this: 

"The rule of analogy in ordinary cases has to do 
with articles or things which have close counterparts 
in the Classification, and the application of the rule 
is comparatively Simple. That is not so in this 
case, and it is very difficult to find in ‘the Classi- 
fication specific items of analogy. Under such cir- 
cumstances, the rule is broad enough to involve an act 
of judgment enabling the prescription of sa rule taking 
into consideration the factors such as bulk, weight, 
value, risk, cost of carriage, and other considerations." 

Now, while dealing withthe classification cases, 

the Board has laid it down that it is not possible to give 
mathematical justice to every commodity. The classification 
is a result of joint conferences of shippers and railways, 
and by its very nature contains anomalies. <A case of that 
kind is Planters Nut & Chocolate Company v. Canadian Freight 
Association, (1933) 41 C.R.c. 339. That was on application 
for reduced classification on salted peanuts. At page 346 
the judgment says: 

"With the very limited number of classes in the 
Classification and the thousands of articles to be 
classified, the grouping of articles is more or less 
necessarily broad. Classification is not an exact 
Science, nor may the ratings group @ poerticuler oaerticle 
by determining the yardstick, the scales and the dollor. 
From its very nature and use, classification cannot be 
so minute as to do mathematically exact justice to every 
variety of commerce that may move." 


Another example is Muirhead Forwarding Company et 
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al v. Canadian Freight Association et 91, (1939) 50 
C.R.T.C, 402. This was e proposed classification on rubber 
boots end felt boots in mixed carloads. The Assistant 
Chief Commissioner, the present f.ssistant Chief Commission- 
er Wardrope, said at page 407: 

"The Board has, in severol of its judgments, 
pointed out that, Speaking generally, the Classifica- 
tion represents the work of joint committees of 
Shippers and carriers, Having been arrived et in 
this manner, it follows that it contains compromises 
and that apparent snomalies and inconsistencies may 
be found," 

Now, the question of onus was elso raised, and 
this case may be of interest in that connection -- we sare 
Still dealing with reasonableness -- Board of Trade ekg 
Moose Jaw et al v. Canadian Freight Association, (1928) 

34 C.R.C. 362. The Assistant Chief Commissioner, Mr. 
McLean, near the bottom of page 370, says this: 

"A toll established in the first instance by a 
corrier of its own volition and having remained some 
time in force is, presumptively, reasonable; and the 
onus is on the carrier to show, with reasonable 
conclusiveness, that changed conditions or incressed 
costs of prices justify an increase," 

And I think it could be said it follows that if 
it is presumptively reasonable for the carrier, it is also 
presumptively reasonable for the shipper, end if the shipper 
is ettacking s rate which has been in effect the onus 
would then be on him. If the railway wants to change the 
rate upward, then the onus is on the railway. I think it 
is important to bear that distinction in mind, The onus in 
matters of reasonableness is not the seme as it is in 


matters of discriminstion. 
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Under section 319 of the Railwey Act -- I might put 
this is the context, just to point up the distinction in 
the case of reasonableness and in the case of discrimina-- 
tion so far as the question of onus is concerned. The 
Section reads: 

"319. Whenever it is shown that eny railwey company 

charges one person, compeny, or class of persons, or 

the persons in any district, lower tolls for the same 
or similar goods, or lower tolls for the same or 

Similar services, than it charges to other persons, 

companies, or classes of persons, or to the persons 

in enother district, or makes any difference in 
treatment in respect of such companies or persons, 
the burden of proving that such lower toll or differ- 
ence in treatment does not smount to an undue prefer- 
ence or an unjust discrimination, shall lie on the 
company." 

So you could have this kind of Situstion: First 
you show a difference in tolls. Now, the onus would then 
be on the railway to show that thet did not amount to un just 
discrimination. Now, supposing that the finding were that 
it did not; if anyone then wents to attack the reasonable- 
ness of the rate, having filed 3 discrimination count, the 
onus is on him who attacks it; if it is a complaint by a 
Shipper the onus is on him if the rate has been in effect 
for some time; and, similerly, if the reilway wants to 
change it and it has been in effect for some time, the onus 
is on it. I think perhaps that would clear up that point 
of onus. 

Now one other case -- it is one to which I heave 
already referred, but it is on the same point of onus: 
Dominion Sugar Company v. Cenedian Freight Association, 


(1912) 12 C.R,.C. 188. Headnote 4 in that case reeds this 
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way: 
"4, Where special circumstances have operated for 2 
time, e.g., effective water competition, to induce 3s 
carrier to give 2 lower rate, the burden of proving 
unreasonableness is not necessarily upon the carrier 
when the rate is Subsequently increased," 

Now, that is a distinction to be made in the case 
of competitive rates. In other words, if the rate has been 
competitive and the railway wants to change it, then of 
course the rule of ' onus does not apply, because one does 
not presume that a competitive rate is the reasonably high 
level for a rate to be, because that involves competition, 
so that that distinction can be borne in mind. 

I have ssid 311 I have to say on the subject. 

THE CHAIRMAN: Thank you, Mr. Evans. Do we go on 
now with Mr. Liddy's examination? Mr. Shepard,-. have you 
Something to say? 

MR SHEPARD: I am going on with Mr. Liddy in s 
moment, sir, 

MR SINCLAIR: There was a question yesterday, my 
lord, concerning reduction in passenger train service. The 
question srose at page 16807 of the transcript, volume 86, 
I have made enquiries, and I fina thet, while there is no 
Stetutory requirement or any order of the Board requiring a 
railway to secure en order for reduction of passenger train 
Service, the practice is that where passenger train service 
on 8 given portion of the line of railway is to be abandoned 


completely, they elways get en order of the Board. 


(Page 16862 follows) 
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If passenger train service ig merely to be reduced from 
the .service already in existence all that is required 
is that notices should be published in the stations and 
other places in accordance with circular 139 of the 
Board of Transport Commissioners. Always, of course, 
any reduction is open to complaint and section 312 of 
the Railway Act requires that adequate service must be 
rendered by the railways and if a complaint is made 
on a reduction of passenger train service the matter is 
gone into by the Board. 

THE CHAIRMAN: Must these notices be published 
a given time before the cessation of the service? 

MR. SINCLAIR: Yes, the regulations and where 
it is to be publi hed and the time and all that are set 
out in that circular of the Board. 


So. dd. W. LIDDY, Recalled 


CROSS -EXAMINATION BY MR. SHEPARD(Cont'd): 


MR. SHEPARD: Mr Chairman, the Commission will 
rrmember ine an teh asking certain questions of Mr 
Crump he indicated that he would prefer to have some of 
them answered by Mr Liddy I propose first, therefore 
to ask Mr. Liddy to turn to page 5 of part: one of the 
C P.R. Submission. 

THE CHAIRMAN: What page? 

MR. SHEPARD: Page 5 of Part I, sir. 

Q. Paragraph 20, Mr. Liddy is the top paragraph on 

that page, and it is one that I did discuss to quite a 
considerable extent with Mr. Crump, but there were two or 
three questions that I wanted to ask with reference to the 
last sentence which reads: 


"The increase in efficiency has been possible 


because heavy capital expenditures have been made 
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by the company." 
The first question I wanted to ask you, Mr. Liddy, was 
whether you could tell us if the capital expenditures per 
ton mile have increased between 1885 and 1948? 

A. You mean, Mp. Shepard, is the value of our 
property to-day in relationship to the traffic moving in 
ton miles greater or less than what it was in 1885? 

Q. Yes? 

A. I think our digest of development ought to indi- 
cate that, Mr. Shepard. 

Q. Can you give me the chapter and verse as to where 
Rewould*find. that? That is page 27 of the Appendix to 
Part ;1? 

Be, Yes, Mr. Shepard. In 1885 the net railway 
property investment account was $160 million. 

THE CHAIRMAN: Q. Pardon me, what column? 

As That is the second column, sir. 

Q. Net railway property investment? 

A. $160 million for the year 1885, and the revenue 
freight ton miles for that year were 406 million, and in 
1948 the corresponding figures are for net railway property 
investment $1,031,000,000, and the revenue freight ton 
miles 25,000,000,000. 

MR. EVANS: Q. Then you divide one into the 
other? 

A. Yes. Have you done that, Mr. Shepard? 

MR. SHEPARD: .Q. No, I have not, 

A. Do you want me to do that here? 

Q. No, I do not want you to make the calculation, 
but just from looking at it, and I am not too good at 
arithmetic, it appears that the ratio is about the same 


as it was then. If you divide one into the other in 


1885 and repeat the process in 1948 -- 
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THE CHAIRMAN: You say the ratio is about the 
same? 

MR. SHEPARD: It would appear to be about the 
same. I have not made the calculation. 

MR. EVANS: There is one rule of thumb there. 
The capital has gone up in the relationship of 160 to 1,031 
which looks to be about eight times, and the -ton miles 
have gone up about 60 times. 

MR. SHEPARD: Yes, that is quite right, but 
comparing the two columns, net railway property investment 
and revenue freight ton miles in the two years, would you 
agree, Mr. Liddy, that the ratio appears to be about the 
same? 

THE WITNESS: Yes, I think it is approximately 
the same, Mr. Shepard. 

MR. SHEPARD: Q. Then, can you tell me whether 
there have been any heavy capital expenditures since 1930 
my vues. P Re? 

gs It appears from this exhibit that the increase 
in capital expenditures has been offset by the increase 
in the depreciation reserves which, of course, have been 
growing. 

Q. But as far as actual capital outlay is concerned 
since 1930? 

AR Yes, we spent quite a lot of money. 

Q. Have there been any particular investments or 
expenditures that you would classify in your own thinking 
as heavy expenditures? 

A. yews 

Q. Can you perhaps give us some illustrations of 
those? 

A. Well, may I just speak generally? 


Q. Yes, surely. 
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A. Take our locomotives, for example. They are 
quite a heavy expenditure. To-day we are paying for new 


locomotives anywhere from $150,000 to $250,000, and these 
new locomotives are replacing older power costing $20,000 -- 

THE CHAIRMAN: Q. What is that? 

A. These new locomotives are replacing older power 
costing from $20,000 to $30,000. It is true that the new 
locomotives to-day probably are double the capacity, but 
they are not five times the capacity. We have also made 
capital expenditures in heavier rail in order that we may 
use heavier power. We have also improved many of our 
facilities, our yards, our roundhouses, our turntables, 
in fact all our appurtenances that enable the railway to 
take advantage of the efficiency that can be obtained by 
hauling a longer train and using just one train crew, and 
so forth. 

MR. SHEPARD: Q. I suppose you would agree with 
me though, Mr. Liddy, that the bulk of your capital 
expenditures as a railway company were made before 1930? 

I think that is probably pretty obvious from the figures? 

A. Oh, yes, the Canadian Pacific Railway system in 
1930 consisted of 15,000 miles, and it haS only grown 
2,000 miles since then. 

Q. Yeo, “that 12 y1ent. Then would you care to 
express any opinion as to whether you think the capital 
cost per ton mile in the future will be higher than it has 
been in the past? 

A. My opinion would be it will rise substantially. 

Q. It will rise substantially? 

oe Because our present capital investment represents 
prices on the average of 35 years ago or 40 years ago, 
whatever the life of these assets may be, and as those 


assets wear out and are replaced by new assets the new 
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cost at higher prices will come into effect. 
Q. Well, a part of the increase of course would be 
accounted for by the proposed $400 million program? 
A. Part of the increasd price? 
Q. No, part of the increase in your capital invest- 
ment? 
BY Oh, that is a part of the program. 
Q. It is true what you are purchasing there is at 
higher prices than you would have paid if you had made 
the purchases before the war. You are actually intending 
to increase your plant capacity by this improvement program? 
A. Well, as an accountant I am not very familiar 
with that program. 
Q. I am not going into the details of that with you. 
A. But there has been a steady growth, small it 
is* true, in our traffic volume over the years, and I 
think Canada still has a future, and that the traffic 
of this country will grow, and that we must expand our 
railway facilities to meet that traffic growth. 
Q. And I presume you share the view of other 
Usb wm. -orficiais =-- 

THE CHAIRMAN: Pardon me a moment. Is there 
justification for using the word "program", Mr. Evans? 

MR. EVANS: We refer in our brief, as you will 
recall, to a capital program over the next five years of 
$400 million, and savings from that were to be given by 
Mr. Newman who will be in the witness stand in due course. 

THE CHAIRMAN: Yes, I remember the origin of 
that statement, but it can be called a "program" from 
now on? 

MR. EVANS: Yes, it is a program. 

THE CHAIRMAN: You refer to it in your brief? 


MR. EVANS: Yes. 
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THE CHAIRMAN: Do you remember about Lao your 
brief -- oh well, you can give it to me later. 

MR. EVANS: It is right near the beginning. It 
commenées about page 8 of Part I and runs on to page 15. 

MRe SHEPARD: '-Q: “I °think; Mr; Diddy, “© wae juet 
asking you this question, that I presume you share the 
view expressed by other C.P R. officials that there will 
continue to be an increase in traffic volume? 

ae That is my view, but you are taking me out of 
my accounting field, and I do not like to get outside my 
books. 

Q. Well, I will see if I can get you back in them, 
Before I go on, Mr. Evans has handed me a computation that 
one of his experts has made. The net railway property 
investment per ton mile -- that is along the line I was 
discussing with Mr. Liddy with reference to the two 
columns on page 27 of Part I of the Appendix -- in 1885 
was $395 per thousand -- 

THE CHAIRMAN: How much? 

MR. SHEPARD: $395 per thousand, and in 1948 
$40 per thousand. IT am not too sure about this. Per- 
haps Mr. Evans can explain it. That is per thousand 
gross ton miles. 

THE CHAIRMAN: The first figure is what? 

MR. SHEPARD: $395. 

MR. EVANS: Revenue ton miles; you are using 
page 27 of the Appendix. You have those two columns 
and all we did was to calculate the relationship which you 
asked Mp. Liddy about, and which he had not previously 
calculated. We used 1885 and 1948 and got that relation- 
snip. 

MR. SHEPARD: Then the net railway property 


investment per revenue ton mile in 1885 was $395 per 
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thousand revenue ton miles, and in 1948 was $40 per 
thousand revenue ton miles. 

Q. Then, Mr. Liddy, on page 15 of Part I of your 
Submission, paragraph 22 of the outline submission deals 
with the question of the ratio of net to gross earnings, 
and this is one of the subjects that Mr. Crump said he 
would prefer that I discuss with you. I suppose you 
would agree that as the revenue increases through 
increased volume of traffic that you would expect the 
ratio of net to gross to diminish? 

A. If other factors remain constant and we had not 
reached or nearly reached our absolute capacity. 

Q. Then your answer would be yes? 

A. Correct. 

Q. Paragraph 23 which is very short reads: 

"If Canadian Pacific is to continue to give 
low cost efficient transportation, a reasonable 
ratio between net and gross earnings must be 
provided." 

Would you care to express an opinion as to what would be 
a reasonable ratio? 

Th One cannot be too dogmatic about a reasonable 
ratio, but I would like to refer the Commission to 
Exhibit 190 which appears at page 27 of the appendix, 
and particularly to column 9 -- 

THE CHAIRMAN: Column 10 -- are you including 

the date column? 

THE WITNESS: 10 including the date column. 

THE CHAIRMAN: What is the heading? 

THE WITNESS: The heading reads "Ratio net 

to gross earnings", and while the paragraph that you 
have just read to me, Mr. Shepard -- no, that paragraph 


also speaks of the relationship of net to gross. 
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MR. SHEPARD: Q. Yes. 
A. It is the same factor as covered in this column 9, 
ratio net to gross. It will be observed that for more 
than one-half of the company's history the ratio of net 
to gross exceeded 30 per cent. Then we get down to the 
period 1918, 1919, 1920, when the post-war prices of 


materials and labour increased, 


(Page 16870 follows) 


P i ah 3 & oa at? aan wil 
a a pes bg . a. . 4 ' (ue 
Remar: eae 
j ! i a7 7 { — : i . 
ey fee) ee 


N - 16870 - Mr. Liddy cr.ex 


Q. And competition increased too? 
A. And the Canadian National began to be a strong 
competitor of the Canadian Pacific. 
Q. And other forms of transportation? 
A. Other forms, and the ratio then declined drastically 
and it is only with the growth of the country, the growth 
of its industrial activity, that we are now or should now 
be coming back to what I consider to be a reasonable ratio 
which is somewhat about 30%. I would refer you, Mr. Shepard, 
to the Judgments of the Board of Transport Commissioners 
wherein they found that the Canadian Pacific were entitled 
or should have net earnings of the order of $50 million - 
$49 million in one Judgment,$54 million in another judg- 
ment. 
Now, if you calculate that ratio, you will find that it 
works out to over 30%, about 31 to 32 or 33% and with 
my historical knowledge of the Canadian Pacific and its needs, 
it is my view that a reasonable operating ratio or rather 
a reasonable ratio of net to gross earnings should, at tme 
present time, be slightly in excess of 30%. 
| Q. Now, are you referring to the recent rate cases 3 
when you refer to the $50 million and the $54 million? 
| Bi Tat 1S" vent. 
Q. And you say, that the ratio of net to gross 
earnings resulting from a net earning of $50 million to 
$54 million to day's volume of traffic would be about 
32%? 
A. Well, not quite on today's volume. 
Q. But I took it from what you said, that you were 
content that 2 $50 million to $54 million net earning 


be allowed. If you applied that to your gross earnings 
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of 1948, which, it runs in my'mind, were around $355 million 
(I am not sure of that because I am Speaking from memory). 

A. That is about right for 1947. 

Q. Well, what kind of a ratio would that work out to? 
Itwould not be 32%? 

A. That is about 27.7% operating revenue, but that is 
avery high traffic volume at the present time. 

Q. But you expect it to be higher? 

A. Not just immediately. Take our operating results 
for January. I think they show a decline of something like 
15%. I think we are in a very high traffic volume period 
just at the present time. 

Q. Well, assuming today's traffic volume, Mr. Liddy, 
would you care to name a figure as, in your opinion, a 
reasonable ratio? That is what you have referred to in 
Paragraph 23 on page 15, and that’is really what I was 
interested in discussing with you. 

A. Well, that depends on the period you are in. 

Q@. I am assuming today's present traffic volume and 
today's conditions? 

A. I think the minimum ratio would be what the Board 
found. 

Q. Whatever that may work out to? 

A. Personally I do not think it was enough, but I 
would take that as a floor. 

COMMISSIONER INNIS: How does this compare with 
Class I American Railroads? 

A. They have a better operating ratio than we have, 
Sirs 

Q. Has there been the same general trend of decline? 


A. Yes, they have declined somewhat, but they got 
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their freight increases more frequently and quicker than 
we did. I have a figure here for the year 1948 which 
shows that United States Class I Railways earned a 4.24¢ 
rate of return on their investment which compares with 
our 1.80%. 

Q. You have not a figure on the ratio? 

A. No, I have not the ratio. 

COMMISSIONER ANGUS: This matter of ratio, if the 
labour costs of the railways rose sharply, as they have 
done, would you expect your ratio of net to gross to 
remain constant, I mean expect to be kept constant? 
Would your net return increase because your labour costs 
increased? 

A. Well, perhaps not immediately, Dr. Angus, but I 
would think over a period of years it should increase 
because labour costs are merely a reflection of the price 
levels and your property investment will go up with price 
levels, your need for capital expenditures - - 

Q. I was wondering whether you were really thinking 
in terms, if I can put “rather crudely, of cost plus 
percentage or cost plus fee? 

A. I think, looking back over the history of rail- 
Ways Over many years, that it is the ratio that finally 
wins out - not dollars. Dollars are fluctuating things; 
a dollar is worth so much today and worth half as much 
as fifty years ago. I think the ratio is the firmest 
basis we have of measuring what is a reasonable return, - 
one of the yardsticks anyway of measuring what is a 
reasonable return. 

Q. But a let of your costs are in dollars, these 


fixed charges and so on that do not change with the 
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vintaging of the dollar? 

Peo ie true, Dre Angus, but financial obligations 
have a habit of maturing and being replaced, and people 
expect dividends that will do some purchasing for them. 

Q. Can perpetual 4% consolidated debenture stock 
change? 

A. No, we have a very good security in that consoli- 
dated debenture stock. That is one of the exceptions, Dr. 
Angus. 

MR. EVANS: It does not always sell at par. 

MR. SHEPARD: Then, Mr. Liddy, would you turn to 
page 16, the top paragraph there, paragraph 25:- 

"25. Canadian Pacific submits basic 

economics supports the proposition that the 

cost of rail transportation, including the 

wages of capital as well as labour, should be 

borne by the traffic which moves over the rail- 

ways.” 

Now, I think perhaps as a starting point, that I would 
agree with that statement, underlining the word "should". 
In other words, it is theoretically correct that the cost 
of railway transportation, including the wages of capital 
as well as labour, should be borne by the traffic which 
moves over the railway, but then I wanted to discuss with 
you what might transpire if things worked out that they 
could not be borne according to these basic economics that 
are expressed in the paragraph? 

A. You mean, we would go into a bankruptcy or 
something? 

Q. Well, I might get to that in a minute, but I wanted 
you to envisage with me, the possibility that railways 


might lose traffic, as they have in the past, to competitors 
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and that you would not be able to decrease your costs 
sufficiently to hold your present net operating position. 
Would you agree that that is a possibility? 

A. Well, I am getting outside my book again, Mr. 
Shepard. It is really an economic question, but personally 
I am a firm believer that a steel wheel on a Steel rail 
will provide low cost transportation for many years to 
come - a Steel wheel on a steel rail. 

Q. Well, I am inclined to agree with that statement, 
Mr. Liddy, but I just wanted you, if you could, to come 
along with me and assume that competition from any source 
you might care to think of might have the effect of reduc ing 
the railway gross earnings and that you would, bemuse of 
increasing costs of material and labour, be « unable to 
reduce your operating expenses sufficiently to hold your 
present net operating position. Now, if that should 
transpire, have you any suggestions as to what might be done 
about it? 

A. That is out of my field really, Mr. Shepard. 

Q. That is fine; I don't want to pursue the matter 
then: 

MR. EVANS: Before you go ahead, Dr. Innis asked 
about the ratio for United States Railways, and I find that 
it is in page 13 of our Appendix, the same ratio of net 
railway operating income to operating revenue for a period 
from 1888 to 1948. 

COMMISSIONER INNIS: This one lumps them altogether? 

MR. EVANS: Yes. 

COMMISSIONER INNIS: There has been a very 
perceptible trend downwards? 


MR. EVANS: Oh, yes, they had at period during 
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which a great many of the very big systems were in bank- 
ruptcy in the 30's. 

MR. SHEPARD: Now, Mr. Liddy, going back to page 
16 again, I have just one or two more questions I should 
like to discuss with you. Mr. Brazier was asking some 
questions yesterday about passenger traffic, and whether it 
was making or losing money. I just wanted to get your 
Opinion, again based on that assumption which I do not want 
to become involved in a discussion with you about, and that 
ies, that if the passenger traffic is in fact losing 
money, and it can be proved to your satisfaction and my 
satisfaction, do you consider it is fair that those losses 
Should be borne by other freight payers or by the freight 
payers? 

A. If you want transportation, some person has got to 
pay for it. 

Q. I am just asking you about the fairness of that? 

Aw Well,” I think that’ would be faire" I? T° want 
something, if I want transportation, which is shipping my 
goods and taking care of my travelling needs, then I think 
ieee Oniy terr that I pay for’ 1t. 

THE CHAIRMAN: I do not think the question has 
been put, what about passengers paying a more equitable 
share? 

MR. SHEPARD: Well, I have assumed, sir, that it | 
is impossible to raise the passenger f.ares because of 
competition. 

MR. SINCLAIR: The evidence, my lord, from the 
traffic officers of the Canadian Pacifi.c was that the 
passenger fares cannot bear anymore incwreases because they 


would get into a position of financial returns. The level 
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has reached the maximum that can be applied to the demand. 

MR. FRAWLEY: I think it is only fair to say, 
that if that statement was made by Mr. Warren, the Chief 
Passenger Traffic Officer of the Canadian Pacific - he did 
say what my friend Mr. Sinclair said - but after that they 
took a 15% increase just about 2 year ago, and seemed to 
take that in their stride. 

MR. O'DONNELL: It would be fair, also, to say 
that that was merely the tax that had previously prevailed, 
the Dominion Government Tax and it waived that and allowed 
the railways to take it but the level of the passenger 
fares did not increase at that point. 

MR. FRAWLEY: Simple expedient. 

MR. O'DONNELL: Well, there were more taxes to 
be reised. 

THE CHAIRMAN: Am I right in this, that the 
railways appear to have taken the attitude that they cannot 
call upon passenger traffic to increase their revenue? 

MR. SHEPARD: That is true, sir. 

THE CHAIRMAN: I should not ask Mr. Liddy that, 
but that appears to me from what you say, Mr. Sinclair? 

MR. SINCLAIR: That, sir, i6 the view of the 
traffic officers of the Company. 

COMMISSIONER ANGUS: Does that mean that the 
passengers have to be condemned to move by bus or else 
Subsidize by somebody ? 

MR. SINCLAIR: I think the view of the railways 
in that regard, Dr. Angus, might be, that the bus fares 
are depressed below where they should be because they are 
not paying all the factors that should come into their 


cost picture, so that actually they are being subsidized 
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by the people generally. 

COMMISSIONER ANGUS: Subsidized by what? 

MR. SINCLAIR: By not having to bear the full 
cost of the maintenance and construction of highways. 

COMMISSIONER ANGUS: They dispute that, don't 
they? 

MR. SHEPARD: Very much so. 

COMMISSIONER ANGUS: Then assuming that that is 
true, if that situation exists the railways would be con- 
ceivably in this position, that they might effect economies 
by cutting down services if the passengers cannot be con- 

to move 
demned/by bus or not moved at all, and that the alternative 
to that seems to be subsidizing the movement of passengers 
either from freight rates or some other source? 

MR. SINCLAIR: «Ofcourse, this its €a11 on the 
assumption put by Mr. Shepard, and that is, that the 
passenger rates were a loss-rate, and the evidence, I think, 
of Mr. Walker and Mr. Liddy, was that they were paying their 
out-of-pockets costs and were contributing something to 
the overhead expenses, and so, therefore - - 

THE CHAIRMAN: Have we had evidence to that 
errect? 

MR. SINCLAIR; Mr. Walker said that that was 
his view. He said there were different views and that was 
his, and, I think, that Mr. Liddy said that he felt that 
it contributed something more than their out-of-pocket 
costs. 

MR. SHEPARD: My recollection, sir, of Mr. 
Walker's evidence was, tihat he indicated that he could 
not tell; there were too many arbitraries involved. 


THE CHAIRMAN: Does Mr. Sinclair's present 
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statement agree with this Exhibit which has been filed? 
MR. SINCLAIR: I think so, my.iord, «I think 
Mr. Liddy explained that. 
MR. EVANS: He said yesterday in examination-in- 
chief, that the out-of-pocket costs would lie somewhere 
the figure of 
between/directly allocable expenses and the total figure, 
and he thought they would lie nearer to the directly 


allocable expenses than the total figure, and, as I recall 


the Exhibit, the directly allocable expenses were $39 


million, and the revenue in the same Exhibit was $62 million. 


I do not think anybody said exactly where they lie, but 
there is that amount of evidence. 

THE CHAIRMAN: But then, of course, you just give 
on the one hand the identifiable costs? 

MR. EVANS: Yes. 

THE CHAIRMAN: And you do not mention the appor- 
tioned costs? 

MR. EVANS: Well, it is between. You see, on 
Exhibit 180, the expenses solely related to passenger 
traffic are shown for the year 1948 as $39 million odd, 
and the apportionments are $52 million odd. Now, some 
part of those that are apportioned are out-of-pocket 
according to Mr. Liddy. His view, as he expressed it in 
chief, was, that the true figure of out-of-pocket costs 
would lie nearer the $39 million them it would to the 
Simhiiton tim the Exhibit. 

COMMISSIONER ANGUS: But was not the evidence 
also that the passenger traffic was much more remunerative 
on main lines than on branch lines? 

MR. EVANS: There may have been some evidence 
of that kind. 

MR.« COVERT: Mr. Chairman, I thought it might 


be a good time to bring this point up because it has been 
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confusing me a little. As I understand it, dPathe. $52 
million which has been apportioned happens to be the right 
figure, that would mean, I take it, that $91 million 

should be attributed to passenger services. Is that correct? 

MR. EVANS: If it 1s the right figure for the true 
cost, yes, but I think I ought to qualify that, Mr. Covert, 
because I do not want there to be any confusion. The $91 
million represents the total apportioned costs as near as a 
statistical cost accounting office can verify. It does not 
mean you can save that $91 million by stopping passenger 
trarric. 

THE CHAIRMAN: Pardon me, Mr. Covert. I notice 
you use the phrase there "out-of-pocket costs"? 

MR. EVANS: Yes. 

THE CHAIRMAN: Now, in what sense do you use that 
this time? You see, we were told before there in one of 
your paragraphs that "out-of-pocket costs" in that connec- 
tion meant the additional costs? 

MR. EVANS: We use that term "out-of-pocket" 


he meaning @Cremental 


or additional costs, but there is a 
difference, as perhaps your lordship will remember was 
pointed out in my cross examination of Mr. Brown. The 
Interstate Commerce Commission tends to get the two con- 
fused. They are not exactly the same, but we have used 
that in the sense of incremental costs. Sometimes in- 
cremental costs - - 

THE CHAIRMAN: You are saying "implemental"? 

MR. EVANS: No, incremental, the increment of 


cost. The increment of cost for a given amount of traffic 


is lower than the average variable or out-of-pocket cost. 
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When the amount of variable costs 1S on a downward trend, 
the marginal or incremental costs tend to be lower than 
the average variable costs, and when they are on an upward 
trend the reverse is true, but it is a distinction perhaps 
that is too fine to make in figures. 

THE CHAIRMAN: You cannot find different formulae 
for expressing the idea, because sometimes you use out-of- 
pocket costs apparently in a different sense than what 
you are using it now? 

MR. EVANS: Well, I was giving you what is the 
true scientific definition. 

THE CHAIRMAN: I am not quite sure that I 
assimilated the explanation. 

MR. EVANS: May I put it this way? If you were 
to find in a given situation, that the average variable 
costs were at a certain level, that is to say, the costs 
which vary with traffic represented so much percent of 
the total costs, now, if you find the trend of that variabi- 
lity upwards getting nearer to 100%, then you would find 
that for each additional traffic added the marginal or 
incremental costs would tend to be higher than the average 
Variable costs. You ree Sn are only increasing an 
average it is going upward, and you have got a real 
inertia in the average, if I make that clear, anq@ you will 
find your marginal costs for a given increment of traffic 

similarly 
higher than the average and ~— if your trend is down- 
wards, you will find your incremental costs slightly 
lower than the average. I think Dr. Angus is following it. 
I am so abstruse on it. 


THE CHAIRMAN: You are not abstruse at all. 
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MR. COVERT: Mr, Chairman, the point I wanted to 
bring out on that was this, because I have been confused 
on it’ right along, and that is they say that the actual 
expenses solely related to passenger are $39 million odd, 
and then they apportion Statistically $52 million odd, making 
a total of $91 million. Now, Mr. Liddy said, that in his 
opinion, the actual out-of-pockets costs were somewhere 
nearer the $39 million than they were the $91 million. 

Now, my point would be, that if you take half of the $52 
million or slightly less than half and add it to the $39 
million, you would get approximately $64 million. Now, 
that would be closer to the $39 million than it would be 
to the $91 million, but there would still be not enough 
remuneration. I wanted to know if I could, 

what does it mean by "closer to the $39 million" because, 
as I say, $64 million would still be closer to $39 million 
than it would to the $91 million? 

THE CHAIRMAN: Then, is the general position of 
the Canadian Pacific this, that passenger service is now 
paying the out-of-pocket costs and in addition contributing 
something to the general revenue? 

MR. EVANS: I do not think we can take that 
position flatly, because we frankly do not know, but there 
may be losses in some years - - 

THE CHAIRMAN: I thought you said Mr. Walker 
said that? 

MR. EVANS: He said merely that his view was, 
that it was paying out-of-pocket costs. I don't think 
anybody has made a study. 

THE CHAIRMAN: It is your views that I want. I 


want to know the position. Of course, we all know that 
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you don't know. 

THE WITNESS: Well, what I meant, Mr. Covert, 
in saying it was my view that the out-of-pocket costs 
were closer to $39 million than what they were to $91 million 
was, that the out-of-pocket costs, including the $39 
million, that is - - I would like to make a fresh start. 
Let us assume, for example, that the out-of-pocket 
costs involved in the $52 million is $20 million. 

THE CHAIRMAN: hivebese in the what? 

A. $52 million. 

Q. Is how much? 

A. Is, say, $20 million. this $20 million added to 
the $39 million gives you a figure that would permit some 
margin of revenue over out-of-pocket costs. 

Q. What kind of costs are not out-of-pocket? 

A. Well, take my salary, Mr. Chairman. 

MR. FRAWLEY: With the income tax on it? 

THE CHAIRMAN: I don't know how literally you 
want me to take it. 

THE WITNESS: If you can find my salary, my 
salary would probably go on whether or not we had any 
passenger business or not. 

THE CHAIRMAN: Then, in respect to passenger 
business, it is not an out-of-pocket cost? 

A. That Waerights 

Q. And then you get thrown back onte this apportion- 
ment, don't you? It is part of the $91 million? 

A. Yes, my salary is pro rata. 

Q. Then, we drop back to the definition. I can't 
put my finger on the page, but the other day you said 


the out-of-pocket cost is the additional cost. It struck 
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me as a curious definition, but there it is, and the out- 
of-pocket cost, that is to say, the additional cost of 
providing a certain service. It seems to me a strange 
definition, but there it 18: Do you remember it, Mr. Evans? 
MR. EVANS: Yes, we quite clearly used the definition 
of out-of-pocket costs as being Synonomous - - 
THE CHAIRMAN: Can you refer me to the page of 
your Brief where you use it in that sense? I have Peper. 
Evans. For instance, at the top of page 70 and the beginning 
of page 71, you say:- 
"There is an assumption that competitive 
rates in Eastern Canada and particularly in 
| the provinces of Ontario and Quebec are un- 
reasonably low and in some cases at least do not 
pay their out-of-pocket costs”. 
Now, that is one thing. 
MR. EVANS: Yes, sir. 
THE CHAIRMAN: At the head of page 62, you say:- 
"Under the value of service, consideration 
must be given to the compensatory nature of the 
rates. A) rate is compensatory if itv returns 
something more than the out-of-pocket costs 
which are the additional costs incurred by the 
railway in handling any particular traffic?" 
MR. EVANS: Yes. 
THE CHAIRMAN: Now, supposing the particular 
| eeeoha passenger, would this not still have the same 
| meaning? 
MR. EVANS: Yes, but in other words, you would 


have it in reverse. If you took off the passenger traffic, 
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how much would you Save, or if you put on the passenger 


traffic, how much would you add? 

THE CHAIRMAN: What you save by elj minating 
certain services is out-of-pocket costs? 

MR. EVANS: Yes, or if you add traffic, what you 
would add to the cost 2nd what you eliminate if you take 
Uneltrafficorf .* That rs Strictly speaking out-of-pocket 


when 
but the confusion comes (it did in my thinking) we were 


3 


talking about average variable costs, and there is a dis-. 
tinction between average variable costs, that is averages 
that vapy with traffic and the incremental costs; “Or “as 
we call it, out-of-pocket costs. 


THE CHAIRMAN: Well, we will think that over. 


» « RECESS 


(Page 16883 follows) 


pee a janaiianinaiee eae on 
-2th) Sgt een Bae Ci «ieee 
aourteve et, aeate eptees: eldsstew operas. nsliias sapmiiadd ind 
ef: TO. VRdeeDs ierometac. iid hne odT tet. ddtwestqev tetas ae 
oy vetmae: Ce ae ow 7 
ayes rte i rite, SL oWe .MAMAERHQOTET ‘Lay ora 


ks i 
B2HOBAy ea. 
¢ 9 re nalt 
* ‘ roa! 
‘ a 
ie 
yd : 
) ' 
” 


“(fps ied EBSD (| aged)! P a. 


RND 


-16883- Mr. Liddy, cr-ex. 


~--Upon resuming: 


COMMISSIONER INNIS: Q. It seems to me, Mr. 
Liddy, that yesterday you went much further than you are 
inclined to go now, when you said that a dollar earned on 
passenger traffic was = dollor added to net earnings; was 
that a misunderstanding? 

A. If we can pick up an extra dollar, I think you 
will find that drops right into net earnings. 

THE CHAIRMAN: Q. Why do you call it an extra 
dollar? 

A. An increment, sir. I am only pointing out thet 
there may be en impression that passenger business is not 
important, 

Q. Is what? 

A. Is not important, and that we should «-let it 
slide. I merely want to point out that from a practical 
standpoint, if you can pick up @ hundred dollars of an 
extra fare of s passenger going from Montreal to Van- 
couver, go after it and get it; it is a hundred dollars, 
and your cost of carrying that passenger is practically 
HED» 


have 


Q. But you/provided the facilities for carrying him? 


u 


A. Sure we have; we have those facilities, end we 
have got to provide that service. 

COMMISSIONER INNIS: Q. That would only apply at . 
the upper levels; if you push that to its absurd conclusion 
it would mean thet the whole passenger business was 
greater, and you could charge all your costs--- 

A. No, I am assuming umder my exomple, Dr. Innis, 
that we have a train going to Vancouver end we have a seat 
and we have 2 cer, and if we @an pick up another passenger 


we are going to go right after that passenger. 


Q@. Oh, yes, I understend thet. 
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A. And if we lose him we are out 9 hundred dollars, 

Q. I wes just wondering how far you wanted to push 
that? 

A. I do not want to push it to the absurdity. 

MR ‘OHEPARD: Q. Then, Mr. Liddy, going back to 
page 16 of Part I again, paragraph 25, dealing with the 
wages of capital, I just had one or two further questions 
on thet. First of all, it is e matter of historic fact, 

I think, thet the C.P.R. did obtain land grents, 
gronts in aid of construction, donated road and cash 
Subsidies in their early history? 

O. hat dsy right, 

Q. And in that respect the C.P.R. is perhaps differ- 
ent from an ordinary corporation which obtains its original 
capital from the sale of securities -- I do not want you 
to commit yourself to anything, but at least to that extent, 
other corporations are not in the same position? 

A. Well, thet is 9 long subject, Mr. Shepard. You 
ask me if we are in any different position then en ordinary 
corporation. An ordinary corporation, it is true, probably 
did not have the benefit of those grants. 

Q. Well, that is as far as I wanted to go into the 
Subject. 

A. But may I point out that en ordinary corporation 
would not have done whet the C.P.R. did. They would not 
have built a railway across Canada when there were only 3 
few hundred settlers west of the Great Lakes. Now, an 
ordinary corporation when it wents to set up business 
makes a decision thet there is money in thet business and 
goes after it, so that, while your question may appeer 
Simple on the surface, I just cannot quite say --- 

Q. Yes or No? 


A, »~-=<Yes' or no to thaitcquestion.\ They are’ not 
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Similar, 


Q. Then the last question that I wented to ask you 
is -- and I have now led up to it -- do you consider that 
the treffic moving over the railway today should pay the 
weges of that portion of your capital which was not 
provided by the owners of the railway? 

A. Now, could you make that s little pleiner for me? 

Q. Well, perhaps I could re-phrase it this woy: 

Do you consider that wages of capital, to start with, I 
presume, are a return on capital? That is the meaning of 
that phrase? 

A. I would think -- I did not write this section, it 
Te hot my section, but+=- 

COMMISSIONER INNIS: How do you distinguish that 
from interest, Mr. Shepard? 

MR SHEPARD: Well, I would like someone else to 
answer that question, sir. 

MR EVANS: Would you like me to answer it? 

MR SHEPARD: JI would be delighted. 

MR EVANS: I do not think it is really dis- 
tinguishable. Take the simple case of ea taxi driver, 
whose father gives him ten taxis. Is it to be argued that 
he is not to be allowed 2 return on that investment of 
those ten texis because his father gave it to him? To me 
it is as simple as that. 

COMMISSIONER INNIS: Why not call it interest? 

MR EVANS: Well, it may be interest if he owes 
interest, but it is not interest; it is a return to him 
if he has put up the money or if his is the equity. 

COMMISSIONER INNIS: It seems to me there is a 
tendency to raise the term imterest to the same level as 


wages. 


MR EVANS: Well, wages in the sense of a return 
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to him who provides the Capitel. The taxi driver who hos 
got the ten toxis gSlyen to him is providing the capital. 

COMMISSIONER INNIS: Then you would have the 
capitalist trying to pretend that he is 3 labourer, 

MR EVANS: Well, perhaps there are distinctions, 
but in effect you cannot hire capital unless you pay 3 wage 
Paete. Lt takes the form of 8 wage on borrowed money or 
8 return on equity money: which is not borrowed and not 
repayable, 

COMMISSIONER INNIS: Yes. It is merely quibbling 
over phrases. 

MR SHEPARD: Q. Mr. Liddy, my question then is, 
assuming that wages of capital might be considered to be 
either interest or 5 return on investment, do you consider 
that cepitel that you have not hired yourself, to use Mr. 
Evens! phrase -- in other words, it has been handed to you 
-- should be entitled to earn 2 return out of the freight 
dollar? 

A. Capital handed to the Censdisn Pacific? 

Gi. Wes; and by thet T om referring now to lend 
grants, grants in aid of construction, donated road snd 
cash subsidies. 

A. Oh, I don't understand this business of "handed 
to" at all. Do you mean put on a platter? 

Q. Well, I had not a platter in mind, but -- you 


agreed with me a moment ago, I think, Mr. Liddy, thst those 


were assets that the C.P.R. acquired without paying for them? 


A. Oh, I beg your pardon, I never said anything like 
that. 
Q. Well, perhaps you could tell me whet you did say? 
A. Not since I was a little fellow, at all. May I 
refer you to Mr. Walker's statement? 
MR FRAWLEY: Q. The one that has been printed and 


circulated? 
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A. Well, he Seve evidence here; it is in the case. 

I won't read it all, because the Commission sre quite 
familiar with it. 

THE CHAIRMAN: I om not so sure. 

THE WITNESS: I quote: ". . . ana further 
declares thet when the contract for its construction is 
performed the Cansdian Pacific Reilway shall become and 
be thereafter the sbsolute property of the Company." 

MR SHEPARD: Q. Oh, yes, there is no question 
about thet. 

A. And it was under contract for terms which we 
fulfilled end which we worked for and sweated for, send to 
Say it was handed to us -- I just don't understand that 
language at all. 

Q. Well, that is fine; I wanted to get your thinking 
Straight on that, 

THE CHAIRMAN: @Q. Apparently Mr. Welker tekes 
this position, thst once the railway was built, 311 the 
prior conditions of its building might just as well be 
forgotten -- I am not criticizing that; I just want to get 
at his attitude -- that from then on the railway as built 
has become the property of the company, probably in the 
Same way as Mr. Evans exemplified e while ago, by somebody 
whose father gives him a number of taxis and says, "Go on 
and operate them," or who inherits, os he might do, a 
number of taxis and starts to operate them, From the time 
that this declaration became effective the company then 
should simply be considered as 3 carrier with certain 
Services to offer and expecting remuneration reasonable 
having regard to the service provided, without raising any 
question ebout how it obtained its property. Is that it? 


A. Well, that is our position, but those sre not the 


reasons, sir. 
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THE CHAIRMAN: Mr. Evans, is thet it? 
MR EVANS: Well, I would think So, but I would go 


8 little further; I would Say that we gave very substantial 


considerations for these properties. 

THE CHAIRMAN: YGs, Dut Vou see, all that is 
merged, it appears to me, on both sides. You gave and you 
received, and at 3 certain time then thet came to an end. 
Here was a railway; now it is yours. Then from now on you 
offer your services to the public for valuable consideration. 

MR EVANS: Yes, Sar, 

THE CHAIRMAN: /t reasonable rates, 

MR EVANS: Y@s,. Slats 

THE CHAIRMAN: Thet is the attitude of your company. 

MR EVANS: Lea Bi, 

MR SHEPARD: TI think, Mr. Chsirmon--- 

THE CHAIRMAN: Now, Mr. Sheperd, in what measure 
do you disagree with that attitude being taken? -- because, 
you see, you are Soing behind that now and talking sbout 

what the company received. What do you think should be the 
proper way of looking at the situation? 

MR SHEPARD: TI was trying to get Mr. Liddy's Opinion, 
Sir, as to whether these assets that were admittedly received 
Should be entitled to earn 2 rate of return to be earned out 
of the freight dollar, In other words, the public of Canada 
donated certain land--- 

THE CHAIRMAN: Yes. You come dow to the measure of 
compensation for the services which the company renders, 

MR SHEPARD: That is righty, sir, 

THE CHAIRMAN: All right. Well,:go on. 

MR SHEPARD: I am tying it to this phrase "wages of 
capital" in paragraph 25, and trying to find out whether the 
C.P.R. considers thot that phrese "wages of capitsel" would 


include the capital put into the company by way of arrangement 
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with the Dominion Government; and I might add that IL 
would think, Sir, that there would be s substantial dif- 
ference between Mr. Evans! illustretion of s texi company 
or a man giving his son ten texicabs and lend grants by 
the public of Canada. 

THE CHAIRMAN: Well, I think this peragraph 25 
is just intended to lay down a certain besic proposition, 
that capital is in the same class as labour, and you must 
get something for its hire, 

MR SHEPARD: That is right. 

THE CHAIRMAN: Then you are trying to find out 
now, what does the Canadian Pacific deem its capital to 
consist of? 

MR SHEPARD: That is correct, sir, yes. 

THE CHAIRMAN: All right. 

MR SHEPARD: a Would you care to express any 
further view on that, Mr. Liddy? 

-» Well, in answer to the question of the Chairmen, 
our capital for railway purposes is the value of the pro- 
perty that we devote to transportation service right now. 

Q. Irrespective of whether that was purchased with 
the money derived from the sale of securities or whether 
it was received in the ways that we have already been 
discussing? 

A. That is right. 

Q. Then, Mr. Liddy, I would like you to turn to page 
109 of Part I. You start toward the bottom of the page 
there with parsgraph 56, which is a general statement from 
your outline submissions, to the effect that there is a 
substantial degree of uniformity in eccounting methods 
and statistical procedure betweem the two major railways 
of Canada, and then the next two wr three pages are 


devoted to an explanation of the differences thet exist 
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between the Canadian National and Canadian Pecific 
accounting methods and procedures. I think in the mein 
that you would agree with me, that they consist of differ- 
ences in the wey of handling express, communications and 
depreciation, and then of course there is in addition 

the matter of income tax. Would that be a fair summary of 
the differences? 

A. These sare accounting differences you speak of? 

Gs” Yes, 

A. There are physical end traffic differences, 

Q@. Oh, yes, but I am referring now purely to the 
eccounting differences, 

A. I think those sre the main ones, yes. 

Q. Now, would you agree that sll those four, all but 
income tax, are simply a matter of accounting practice? 

In other words, your treatment of your express operation, 
your communications and depreciation are 311 in fact 3 
matter of accounting practice? 

A. Depreciation is an accounting practice. The 
Canadian Pacific of course has a subsidiary called its 
express company. 

Q. Yes, we understand that. 

A. It has a separate charter. The Canadian National 
have not got for their express business a separate company, 
and when you have separate companies you must heve--- 

THE CHATRMAN: Q. I beg your pardon? 

A. When you have separete companies you must reflect 

the accounting thet is involved in those separate charters. 

MR SHEPARD: Q. But there is no reason why there 
could not be similsrity of accounting with or without the 
charters; the charter is just a legal fiction, after all; 
it can be disposed of if necessary? 


A. It probably could be disposed of. I do not know 
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what the complications ere. We do not feel that it would 
be a good thing to dispose of the Cenadian Pacific Express 
Company. There was evidence, you remember, in the rates 
ceses, where Mr. Hem said that he felt that separate 
employees ought to be doing thet kind of work rather than 
railway employees, 

Q. You would agree, I take it, Mr. Liddy, that it 
is really a management decision taken with the advice of 
their accountants, as to how those three matters will be 
handled by either one of the two railways -- that is, 
express, communications and depreciation? It is a manage - 
ment proposition at the moment ? 

A. Well, the management have made the decision for 
certain reasons. 

Q@. Oh, yes, 

A. They sre not arbitrary. 

Q. No, I am not Suggesting any wrong motive on the 
part of management. I Just wented you to agree with me 
that it was in foect a management decision? 

fae JL Ghiank I... gan. go along with a Yes answer on that. 

Q. I wonder whether you would go along with me on this 
Statement, that the object of uniform accounting is to 
obtain comparability on the operating results, irrespective 
of the capital structure or the profit and loss statement; 

I am now speaking of uniformity of accounting between two or 
more railwazys, for example between the Canadian Nationel ond 
Conadion Pacific, and I suggest to you that the object of 

uniformity is to attain comparability so far as uniformity 
of accoumtting can do that, between the two railways on an 
operatingbasis rather than on 8 capital basis? 

A. Well, I will say this, that you start with operating 
Statistics and operating accounts; that is your stert. How 


fear up you yearry that, I have not really thought it out, 
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Mr. Shepard, 


Q. As far as the classification of accounting is 
esueeoned tothe oll. On) loné éhiitemain functions, I 
presume you would ogree with me, would be to obtain com- 
perability between the carriers in the United States on an 
operating basis from year to year? 

mm. UWEL1) thertictes go further than that, you know. 

Q. Isn't that one of the--- 

A. They have income account and balance sheet, and 
they go up to seven hundred accounts. 

Q. Yes, but you would not disagree with what my 
question was? 

Ne You put it on the basis that the main--- 

Q. The mein, yes? 

A. Well, I think I-would egree with thet. You start 
with that. 

Q. The important thing really is to find out how the 
carriers come out from an operating standpoint at the end 
of each yeer? 

A. Well, that is getting back to what motives were 
back of the Interstate Commerce Commission; but it is 
absolutely essential for the Interstate Commerce Commission, 
dealing with the large number of railways that they have, 
to have uniformity or neer uniformity; otherwise they 
could never consolidate the results of the U. S. railways. 

Q. Quite. Then, Mr. Liddy, would you turn to page 
112 of Part I. Down at the bottom of that page you are 
discussing communication s@érvices, and the third sentence 
in the paragraph, starting :near the bottom of the page, 
reads: 

"Reilway service messages - telegraph and long-distance 
telephone - handled ove:r the facilities of the 


Communications Depsrtmemt are charged at cost to the 
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railway and distributed to appropriate operating 

expense accounts," 

I wonder if you could perhaps elaborate a little on the 
phrase "at cost"; how is that computed? 

A. Yes, I would be glad to. I did give evidence 
in the rates cases as to how that was computed. 

@. Yes; I do not think the Commission has heard Lt. 

A. The cost to the railway of wire service is 
divided into two parts. One is the maintenance of wires. 
The railway hes certain exclusive use of wires, such as 
despatchers! wires,and other wires are set epert for the 
exclusive use of the railway. The railway also requires 
the use of certain multiple channels. 

THE CHAIRMAN: Q. Certain multiple what? 

A. Channels, somewhat like a radio. You can send 
many messages simultaneously over one wire. The cost of 
maintenance of all wires and property is apportioned be- 
tween the railway and commercial services. 

MR SHEPARD: Q. Is that apportioned on an arbitrary 
basis? 

A. No; on the basis of actual wire mileage or use of 
channels. The second part is that of the operating cost, 
in which the communications department bill the railway at 
the same cost per message for operation as they find it 
costs commercial services. Theat is, sll messages are 
counted, reilway and commercial, and that is divided into 
the operating cost. That is a very simple formule. 

Q. I gather from your explanation that you ere satis- 
fied that your costing with respect to communications is 
accurately dione? 

A. Yes. If it is not accurately done it can be 
improved upon, but we have had this pro-ration of costs 


for many years, and we have officers in the communications 
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department who sre zealous of their own performance, and 
they have got together with the reilway officers, who have 
to bear this charge, and they heave egreed upon this formula. 
Moreover, our communications department sre required to 
report to the Board of Transport Commissioners the results 
of commercial Operations, and it is on that basis that 

they have got to stand up and fight for a rate increase, 

end if there is any inequality in the formule it can be 
ironed out. We feel it igs equitable, There 1s not a 

great deal of money involved in any event in relation to 


gross railway expenses. 


(Page 16898 follows) 
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Q. Now, Mr. Liddy, at the top of page 113 you 
refer to the fact that the Canadian National includes 
in railway operating revenue accounts the gross earnings 
from commercial communication services, and the C.P.R. 
do not do that. I wanted to ask you whether you would 
be willing to do that for the sake of uniformity between 
the two railways? | 

AY Would you ask the Canadian National to come to 
our basis first? 

Q. Well, they do not come on until next week; I 
can ask them then. 

as Well, My. Shepard, we have to get around a 
round table, I don't know where we are going to meet, 
but the reasons why we have done what we have are very 
compelling reasons. First of all, you have been through 
all these rate cases -- 

Q. One , 

A. Well, that is enough. You know then that it is 
absolutely essential for the railway to have railway costs, 
and I have not a bit of doubt if we stuck something else 
in there for commercial costs of sending commercial 
telegrams that the first thing we would have to do would 
be to take that out. If we did not the Board would, so 
why worry about this thing? Why not let us adopt a 
straightforward plan and get railway revenues and railway 
expenses exactly like they do in the United States. They 
have had that system down there for fifty or sixty years. . 
They have had to come to it. There is no need to fool 
around in Canada with some other different basis. Let 
us come to a straightforward basis and have railway 
revenues and railway expenses, and then we know where we 


stand. 
Q. I take it that as to your previous suggestion 
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that you would sit around a conference table with the 
C.N.R. you have not exactly got an open mind on the 
Subject. You have compelling reasons for the way you 
are doing it now? 

A. I have compelling reasons but I think my mind 
is still open. 

Q. There would be some hope from a conference, 
would there? 

As After all that is the way this world ticks. 

Q. On page 114, Mr. Liddy, the last double spaced 
paragraph, having reviewed the differences between the 
two accounting systems of the two railways, it says: 

"Such fundamental differences cannot be 
overcome by uniformity in accounting." 

I wanted to get your reasons for that statement. The 
points that we have been discussing deal with communi- 
cations, depreciation and express. Leaving out 
income tax for the moment, you have made the statement 
that such fundamental differences Mee I presume these 
are three of what you term fundamental differences? 

A. No, I do not think so. 

Q. Are they not? 

A. Oh, ne. 

Q Well, what are they? 

A Read what comes just previously. 

Q. Perhaps it would save time if you told me what 
came previously. 

Ae Well, it is set out there on page 114. First 
of all it speaks of the equity interest of the Canadian 
Pacific and the Canadian National. 

Q. You are referring to the difference in the 


position between a private enterprise and a publicly 


owned railway? 
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A. And physical differences. 

Q. You are not referring back in that statement to 
what we have been discussing? 

A. Of, “10. 

Q. I am just going back to the middle of page 113. 

A. It is what immediately precedes. 

Q. It is hard to tell what is immediately preceding. 

MR. EVANS: Paragraph 57 of the outline submission 
points out these differences in physical development, and 
then there is a further submission on that subject. 

MR. SHEPARD: Q. Then you go into the subject 
of depreciation in paragraph 58 commencing at the bottom 
of page 114, and I want to read a part of that paragraph 
at the top of page 115 as it gives a summary that will 
form the basis of discussion with you. It reads: 

"Accruals for depreciable road properties 

and railway rolling stock are made on the ‘user 
basis The annual depreciation charges are 
developed as a product of the user rates and the 
use factor. In the case of rolling stock the 
use factor is the run-out mileage of the various 
classes of equipment and in the case of road 
property is the gross ton mileage. Both of 
these use factors are appropriate measures of 
the use made of rolling stock and road property, 
respectively." 
The first question I wanted to ask you on the subject of 
depreciation was whether you knew of any railroad any 
place in the world that has adopted the user basis? 
A. The C.P.R. is the pioneer of all railways. 
Q. Other than the C.P.R.? 
ar No. I say the C.P.R. is the pioneer in the use 


of the user basis. 
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THE CHAIRMAN: Q. Pardon me; that does not 
altogether answer your question. Has the pioneer been 
followed by any others? 

A. In the United States the railways are required 
by the Interstate Commerce Commission to follow the same 
pattern. They would not be allowed to use user unless 
their regulations are changed. They have given some 
indication that they are interested in the user basis. 
The user method is a new method, Mr. Chairman. As a 
matter of fact, the concept of depreciation is not so old 
itself. I suppose there has been more development and 
more understanding of depreciation in the last ten years 
than what existed in all previous time. 

COMMISSIONER INNIS: Q,. Do you have a great 
deal of difficulty comparing your American lines with 
your Canadian lines? 

A. In respect to -- 

Q. One using the straight line system and the other 
the user system? 

A. For depreciation -- no, sir. 

Q. I mean just general comparability? 

A. No, we have all these primary accounts. You 


can compare the cost of ties, the cost of rails, the cost 


of -- 


Q. It really does not make it more difficult for you 


to compare the results of lines in the United States with 
lines in Canada, the fact that you use the straight line 
in one and the user in the other? 

a Well, when you take the total result we have 
got to recognize that one is on the user basis and one 
4s on the straight line, but when you say comparability 
of results we always go down to the details. We have 


engineers, for example, interested in the rail program. 
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They go to the primary account in which they are interested. 
We have mechanical men. They go to the primary account in 


which they are interested, and our operating men operating 


yards or terminals -- they are interested in a particular 
ce A As 

Q. The problem of regulation of course does not 
Srise7 

A. No. In the United States the railways of course 


have not been strictly on the straight line basis. 
Perhaps you might be interested in some figures, Dr. 
Innis, which show just what the United States railways 
did put into their accounts. I should like to put this 
in the record in the form of a table. It might be 


informative. The table is as follows: 
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U.S. CLASS I ROADS 


CHARGES TO OPERATING EXPENSES FOR AMORTIZATION 
OF DEFENCE PROJECTS AS COMPARED WITH NORMAL STRAIGHT-LINE 
DEPRECIATION CHARGES 


EQUIPMENT - YEARS 1940-1947 


Straight-Line Amortization 

Year  apharaee are 

| 1940 $ 196,143,659 $ : 

| 1941 203,270,657 12,714,674 
1942 200,712,711 87,483,253 

1943 201,473,032 134,259, 837 

1944 205,469,697 171,097,435 

1945 205,947,139 709, 381,054 

1946 211,336, 346 10,162,025 

1947 220,556,825 14,802,241 

TOTAL $1,644 ,910,066 $1,139,900,519 


Percent amortization ¢ Defence Projects of normal 
Straight-Line Depreciation Charges Years 1940-1947 
($1,139,900,519 + $1,644,910,066) 69.3% 


Source: Table 158 of Statistics of Railways in the 
United States. 
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I simply point to the fact that under the rules of the 
Interstate Commerce Commission, while they allowed for 
Straight line rates, in another way they allowed for very 
Substantial additional charges. 

Q. Was that as a result of income tax regulations? 

A. It was the failure of the straight line basis 
to do a job on the railways. 

Q. It seems rather curious it should have come in 
just during the war period? 

A. That is when the traffic was very high, it is 
true, but it is a recognition of the failure, the inflexi- 
bility of the straight line user basis when you come down 
to a business proposition. 

MR. SHEPARD: Q. I suppose it might have 
something to do with the fact that it was impossible to 
overcome certain physical depreciation by proper mainten- 
ance during the war? 

A. I do not see where that is involved at all. 

THE CHAIRMAN: Q. What is your answer? 

A. I do not see where that question is involved in 
this matter at all. 

MR. SHEPARD: Q. But the I.C.C. still does 
prescribe the straight line method? 

A. Yes. You understand, Mr. Shepard, that having 
amoritized this expenditure, and it 1s over the dam as 
it were, that in future years depreciation now will be 
lesa on the straight line basis than what it otherwise 
would have been. They have taken what you might call 
a hump in the past few years, and that property is no 
longer in their depreciable property, and the result is 
in future years they will have less than true straight 
line depreciation. They have in effect got exactly 


the same as we have got on the user basis. 
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But they are back on the straight line now? 
Not in effect -- | 


In fact? 


i Se 3 


‘ According to rule, yes. 
Q. Then, Mr. Liddy, I should like to refer again to 
the paragraph at the top of page 115 where you say: 

"In the case of rolling stock the use factor 

is the run-out mileage .. ." 
My understanding is there are three types of rolling stock, 
locomotives, freight cars and passenger cars. Can you 
tell us what records you have available Showing the run-out 
mileage of these three classes of rolling stock? 

THE CHAIRMAN: What are they? 

MR. SHEPARD: Locomotives, freight cars and 
passenger cars. 

THE WITNESS: What kind of records would you 
like me to describe? 

MR. SHEPARD: Q. I do not want the size of the 
page. I wanted to know whether you did in fact have 
records showing the gross ton miles of locomotives, 
freight cars and passenger cars? 

A. On; ves: 

Q. You have? 
A Yes. 
Q Are they available? 
A. On yes. 
Q. And they are actual measured miles, are they? 

A. A gross ton mile is the weight of the equipment 
Pt contents multiplied by the distance. Is that what 
you mean by "measured"? 

Q. Yes. Do you know the distance that all your 
cars run? 


A. Ohs yes. 
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: All classes of equipment? 


F Yes. 


Q 
A 
Q. Do you know how far they run in any given year? 
A. Oh, yes. 

Q. All classes of equipment? 

A All classes. 

MR. EVANS: You do not mean gross ton miles; 
you mean run-out miles? 

MR. SHEPARD: Yes, I meant run-out miles. - 
realize I used the term "gross ton miles." 

THE CHAIRMAN: "Run-out miles" is the term used 
in this paragraph, 

MR. SHEPARD: It is run-out mileage in that 
paragraph, and that refers to rolling stock, and you have 
such records, have you, of run-out mileage for each class 
of rolling stock? 

THE WITNESS: Yes, we have the actual mileage. 
Now, there is perhaps one little variation I should mention, 
that in the case of freight cars that move off our lines 
-- there is a small percentage that move off our lines in 
interchange -- we have a record of the car days that 
those particular cars are off our lines. 

MR. SHEPARD: @. But you do not know how far 
they run when they are off your lines? 

A. We know the number of days they were off our 
lines, and that is a small arbitrary we add in. We also 
know the mileage of foreign cars on our line, and that 
is not taken into consideration. 

Q. Because you are not depreciating them? 

A. Not depreciating those cars, that is° right. 

COMMISSIONER INNIS: Q. That would not affect 
your depreciation on rails or on other accounts? 


Be Foreign cars on our lines -- if we were 
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depreciating rails it would have to be a factor. 
Q. It would then be counted in? 
A. Yes; 

MR. FRAWLEY: If I might presume to interrupt 
the cross-examination for a moment, Dr. Innis, I should 
like to read to you a special accounting classification, 
No. 3313, in Exhibit 182, which was added on September 22, 
1941, effective January 1, 1942, It is at page 118 
and it is called "Equipment -- Amortization of Defence 
Projects." It reads: 

"This account shall include the amount of 
amortization charges accrued during the accounting 
period for equipment with respect to which the 
carrier has elected to observe amortization 
accounting for income tax purposes under Section 
124, 'Amortization deductions!, of the Internal 
Revenue Code. The charges so included shall 
be in conformity with the allowances acceptable 
to the Bureau of Internal Revenue under the 
regulations prescribed by it." 

I thought I would simply read that in view of your 
question to the witness as to whether or not it was for 
income tax purposes. 

THE WITNESS: Certainly, Mr. Frawley, they are 
taken as legitimate expenses in the computation of 
taxable income, the same as depreciation is. 

MR. SHEPARD: Q. Mr. Liddy, you can perhaps 
correct my recollection if it is not accurate. My 
recollection is that your evidence in the 20 per cent 
case was to the effect that the only type of rolling 
stock on which you had records of run-out mileage was 
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was that in respect to individual units locomotives were 
the only class of equipment for which we had records. 

Q. Well, how do you get the mileage for the group 
without having the mileage of the individual units? 

A. Well, that is easier. 

Q. Would you explain that? 

A. You mean the mileage of passenger cars? 

wan tYes . 

A. Well, that is simply a cumulative figure. 

Q. Where does it come from? 

It comes from daily records of conductors of 
every train operated. That is how we compile our 
statistics. 

Q. It is: the totalemileage of: ail, cars? 

A, All passenger cars. 

Q. And then you divide that into the total number 
ef cars; is that correct? You divide the total number of 
ears intoithat figure to get the run-out mileage per car? 

A. Each conductor reports his train consist. Let 
us take a simple example of a train running from Ottawa 
to Montreal. He reports his train consist, the number 
of each car he handled and the distance he runs, and 
multiplication gives you the car miles, so many cars, 
so many miles. 

Q. You do that right over the system? 

A. Right over the entire system. 

Q. On passenger cars? 

A. Yes, sir. 

Q. So that you get a grand total for the system of 
passenger car miles run in a given year? 

A. That is right. 

Q. And to obtain the mileage in a given year per 


car I suppose you just divide the number of cars in 
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operation into that total mileage? 

aa If you want an average, yes, that is what you 
ao; You take your equipment inventory which would be 
maybe 3,000 cars and divide that into your total passenger 
car miles and you get the average mileage per annum per 
Car, 

Q. AS an average figure only without any reference 
to the actual physical miles run by any particular car? 


A. It is the actual physical miles that make up 
the aggregate. 


Q. But only as an average of the aggregate is your 


result obtained? 


A. That is all we depreciate. We only depreciate 
the entire group of passenger cars as one group. 
Q. Then I should like to deal with the next phrase 
in that same sentence which reads: 
", . . and in the case of road property is the 
gross ton mileage." 
Mr. Brazier discussed this with you briefly yesterday. 
I wondered whether you could tell us how you compute 
the gross ton miles as a unit of use for your bridges, 
tunnels, stations and things of that kind? 
A. Your question, reduced to its simplest terms, 
is how do we get the figure of gross ton miles? 

Q. Yes. 

A. We take every conductor's wheel report, freight, 
passenger, mixed. We have the weight of every car. We 
have the contents of every car. We have the distance 

| moved by every car. Those are the prime factors which 
produce the aggregate of tons by miles. 

Q. How do you relate that as a unit of use tor 
something like a station, for example? 


A. I do not relate it. 
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THE CHAIRMAN: Q. What is that? 

Di, i do.not relate it. You are’ getting back to 

the same question as the fence. 
MR. SHEPARD: Q. Yes. 

A. My answer is not "yes" in the transcript in 
that respect. 

Q. Just so that my thinking will be clear on this, 
on depreciable road property, which includes these matters 
or items such as we have been discussing, you say that 
the gross ton mile figure has nothing to do with the 
computing of the depreciation charge in a given year? 


A. No; you asked me to relate it to a particular 


asset. 
Q. Taking a group of assets? 
A. Oh, yes, take a group of assets. Take our 


entire road property. 

THE CHAIRMAN: I think it is time to adjourn, 
but the question before us right now appears to be this. 
Having regard to the top paragraph on page 115 and the 
top paragraph on page 116, those two paragraphs taken 
together, the question is how is gross ton mileage 
applied, for instance, to a bridge, a stetion. SB. rence, 


and so on? We will discuss it this afternoon. 


-- The Commission adjourned at 1.00 p.m. to meet 


again at 2.45 p.m. 
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Thursday, March 2, 1950. 


AFTERNOON SESSION 


S. J. W. Liddy, recalled: 
CROSS EXAMINATION BY mR, SHEPARD - RESUMED 
Se EIN OH PARD - RESUMED 


Q. Mr. Chairman, when we adjourned, I think we were 
discussing the question of how the Canadian Pacific Railway 
determines the gross ton miles as a unit of use on depre- 
ciable road property, and perhaps Mr. Liddy can explain the 
answer that he gave Mr. Brazier yesterday, or perhaps just 
repeat it, whatever he prefers,.tosdo, 

A. We covered that question a little bit, Mr. Shepard, 
at page 115 of Part I of our Submission. 

Q. Starting at the last paragraph, La tkG? 


A. Yes. First. of all, it covers the rolling stock 


Situation, and the paragraph after that speaks of dividing 
the estimated number of units of use into the service 
value of each of the various classes. A user rate was 
developed for each class, and then it goes on to cover 
depreciable road property and the Brief says:- 
"In the case of depreciable road property, 
the user rates were developed in conformity 
with the same principles as govern the rolling 
stock calculations, although, in this instance, 
no eStimate was made of salvage value because 
of the negligible effect on the rate calculation." 
And then it goes on at the top of page 116 in the Brief to 
| Speak of the broad classes of depreciable road property 
| and that the unit of measure adopted for the allocation 
between years was the gross ton mile, and then it goes on 


to speak of inland steamships and work equipment. 
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Q. Well, my Question, Mr. Liddy, was how did you 
arrive at the unit adopted for the depreciable road gross 
ton mile unit. How did you arrive at that unit so that it 
would be a proper unit to apply to something that is really 
not affected by traffic to any extent? 

A. I do not think your question should be why was it 
as - - | 

Q. Well, how? 

AS Yes. First of all, it is a homogeredusunit covering 
all traffic. The gross ton mile is a use factor which takes 
intoaccount freight contents and the tare and it takes in 
passenger. It takes in all the traffic - mail, express, 
anything you want, all the traffic on the railway, and it 
is a homogeneousunit. It is a gross ton mile; it does not 
vary; it is two thousand pounds multiplied by miles which 
are exact units. 

Q. But isn't what you really think today on the 
depreciable road property this: you have to, first, make 
an estimate in years as to the service life of that property, 
and then you take the additional step and you say: "In 
Some years we have heavier traffic, and, therefore, higher 
revenues, and, in our view (I am paraphrasing the Canadian 
Pacific Railway view) - in our view it is more proper to 
have a higher depreciation charge in those years of higher 
revenue", but that in effect the gross ton mile unit bears 
no relationship to the physical depreciation that might 
be incurred in any given year? 

A. No, not necessarily. It has some relationship, 
but not necessarily so. I would like to refer you, Mr. 
Shepard - - 

THE CHAIRMAN: Would you pardon me a moment? It 
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seems to me the foundation of all this, is that you allocate 
the original cost of all these properties over their 
Service lives. That was indicated, that you had something 
positive in the way of service life of a bridge, station 


or of a fence. Now, you know the original cost. You know 


that? 

Bo Y@p, StP; 

Q. Now, you have to allocate it, or spread it over 
something, and you say you are allocating it over the 
service life of these various items of property. What do 
you mean by the "service life"? Where do you get that? 
What is it? 

A. Well, that can be expressed, sir, either in units 
of time - - 

Q. I can understand it in units of time. 

A. Well, it is the same concept in units of use, because 
to have fifty million gross ton miles, you must have, on 
the average, a certain length of time. If, for example, you 
were to say that the life of a paritcular asset was 500 
million gross ton miles, and there were 50 million gross 
ton miles on the average per annum, that would mean a 
life of ten years. The very fact that you have gross ton 
miles, you have not only use but you must have time. You 
cannot attain units of use instantaneously. 

MR. SHEPARD: Would not this be correct? Would 
it not be correct, Mr. Liddy, that the only way you can get 
your gross ton mile measure is to make your estimate of 
service life in units of time and then multiply that by 
an estimate of gross ton mileage per unit of time, and 
then you get your total depreciation worked out on the 
basis of gross ton miles; in other words, it is a ration-— 


alization starting with a unit of time and ending up with 
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a unit of use? 


A. Well, outside of technical refinements and improve - 


ments, I would say that was a fair appraisal. I really did 
not want to get into this question of how we exactly 
arrived at our depreciation rate. 

THE CHAIRMAN: I did not hear that last. 

A. I really did not want, Mr. Chairman, to get into 
the technical question of how we exactly arrived at our user 
rate of depreciation, because it is a technical subject. 

Q. I know, but we are trying to see what the technical 
terms are and how you apply them. For instance, take the 
Gross ton mile and the service life of a rate. When you 
divide the one into the Other, is that to say that the 
greater the gross ton mile the shorter the life or the 
longer the life? You see, it is the measure. You see, 
the unit of measure for the allocation of the original cost 
of this property over its service life - - it would look as 
if you knew two things, the Original cost and the service 
life to begin with. 

A. The service life is based on an estimate. 

Q. Then you have an estimate of the life-time of each 
one of these pieces of property? 

A. Yes, and we also have Simultaneously life in units 
of use. You have one just as Simultaneously as you have 
the other. 

Q. Life of use? 

A. No, unite of use. 

Q. In units of use? 

mh. Yer. 

Q. Well, that is just what I am trying to arrive at 


a full understanding of. 
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A. May I take you, sir, to Exhibit - - 

%. I can understand, of course, your life in units 
of time; that is not hard. 

A. Yes, that is simple. 

Q. But when you measure the allocation over ecb 
which you call the "service life" and then have to tell me 
what the service life means, what does it mean? You must 
have the two known positives before you can start to measure. 
You have the original cost, and you have the service life. 
| Then you say, the unit of measure between them is the gross 
ton mile? 

Aw. That is right. 

Q. Now, what is the service life? 


A. erhaps I should take you over Exhibit 181, because 


I think probably there is a little misconception between 
us. I would like to go down this list, and you might 

check off those items of primary accounts which are classix= 
fied as depreciable and non-depreciable. Well, I think 
prebably it would be sufficient - - 

Q. I think, if I remember, ties and rails and so on 
are non-depreciable? 

A. That is right, and roadway small tools are non- 
depreciable, sir, and all equipment, of course, is de- 
preciable. Now, that gives us for the year 1947, as at 
January 1, 1948, a total depreciable road property of 
$322 million. That $322 million includes some $14 million 
of items such as engineering which are spread over as an 
Overhead to the depreciable and to the non-depreciable 
property. Now, there are enginecring records and estimates. 
We have taken each one of these individual assets and made 


an estimate of its life. 
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Then we went and we drew a growth trend of our gross ton 
miles. Now, perhaps I could demonstrate what 3 growth 
trend is. 

THE CHAIRMAN: Q. Perhaps I have been the cause 
of leading you into too much of an explenstion. Perhaps 
this will help; if it does not, just tell me. You see, 
there ere three fectors here in these first three lines 
of the second peregraph on 116. You heave the original cost 
of the property, you have the service life, and you heave 
the gross ton miles. Now, it seems to me of those three 
factors the two that you know ere the original cost of the 
property and the gross ton miles. You know what they are, 
don't you? 

f£. Yes, we have a past record of gross ton miles. 

Q. Does it not really mean, then, that you determine 
the service life by an equation between the original cost 
of the property and the gross ton miles ? Isn't that how 
you travel? 

A. I don't think perhaps--- 

Q. Or am I wrong in that? 

A. I think you would be wrong, sir. 

Q. Well, I thought I was going to Simplify it for you, 
but I am not. I am sorry. 

A. May I just pass up this rough diagram of the growth 
trend of gross ton miles? The dotted line is the growth 
trend; the solid line is the ectusl record of gross ton 
miles. Now, that is a growth trend, snd if in the year 1950 
you look at the growth trend you will see snd you will be 
able to* measure mathematically the gross ton miles now 
being produced as reflecting average conditions et the 
present moment. That has been a slightly upward trend with 
the growth of the country. For example, suppose we take 


the average life of all these assets which I have just gone 
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over as 56% years, multiply your 563 years by your growth 
trend gross ton mileg--- 

Q. Pardon me a moment. When you give the average 
life as 562 years, you are introducing there the element 
of time, are you? 

A. .That is an engineering estimate largely, yes, sir; 
weighted according to these assets. 

@- Once you do that, once you tell me that you have 
arrived et an average of time life of these properties, I 
understand the rest of it. 

A. Well, you understend most of Lig Blt 

Q. Well, perhaps I am too ambitious. 

A. The point I am trying to bring out is that, 
having got that past history end that past factual data, 
with these technical tools such 2s growth trends we then 
say whet the life of our esset as one group is in gross 
ton miles, voried or modified in accordance with the views 
of our engineering department as to what chenges will take 
place, because we ere not estimating deprecistion of assets 
in the past, we sre estimating depreciation of assets as 
we now have them and es we will have them for the next 
few years. Now, sir, I might say that that same plen was 
gone through in connection with locomotive miles. 

Q. With what? 

A. Locomotive miles, The growth trend there was 
taken as the locomotive esapacity miles. The growth trend 
for freight cars was taken as freight car capacity miles. 
There has been no radical change in the capacity of 
passenger cars, and we used the straight simple factor of 
passenger cer miles. Then, sir, another 
technical tool we had was the survivor curve. Those people 


who know anything sbout insurance tables will know wheat a 


survivor curve means. It is an inverted S curve, and it is 
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drawn by taking ang plotting the percenteges of assets 


remaining in life, remaining in use, end you get 2 curve. 


You have on the vertical line the per cent of survivors, 


and you have on the horizontal line years, end the survivor 


Curve enables you to determine s true average of survivor 

life, because at any one time you never have a complete 
record of what life your equipment has; you always have 
some remaining in Service, and if you take any mathematical 
average of the past you have not taken into consideration 
what life still exists in the unit you ere now using, so 
you have to resort to 3 Survivor curve. Now, if I have 
explained this enough, Mr. Sheppard -- I know I am getting 
into technicalities; I know thet this is 8 matter that we 
will be willing to go into before the Board with their 
experts and explain it all to eny person's satisfaction. 

Q@. Don't be sefraid of technicalities -- although I 
perticulerly do not quite grasp them all now; they will all 
be written down, you see, 

-»« Some of that is my fault, sir, 

THE CHAIRMAN: Remember we must report on e211 this. 

COMMISSIONER ANGUS: Q. Is it as Simple as this in 
principle, Mr, Liddy -«-.if you take your automobile you may 
Say the last ten years, on the assumption of driving 9,000 
miles a year, but in some years you drive more than thet sand 
in some years less, so thst instead of writing off one-tenth 
every year for ten years, you write off in each yeer more 
or less sccording to the distance you sre driving in that 
year? 

A. Thet is essentially exactly what the user basis does. 

THE CHAIRMAN: Q. I understand that for s loco- 
motive, but how do you apply it to the other property, whot 
you call road property? 


A. It is exactly the same principle. It is the prin- 
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ciple of éllocstion, Mr. Chairmen. 
Q. “Because you do not drive your fences around, or your 
bridges, or your railway Stations. 
Be NGO; sir, 
. £6 18 brie you use them, 


Q 
A. You could have--<- 
Q 


- But you use them the same one year ag another, 
don't you? 

A. Well, the actual physical depreciation of 
property is not known in eny one yeor. Nobody knows the 
exact smount of physical depreciation. I bought s house 
when I wos--- 

Q. I do not Suppose that matters, whether you have 
the straight line method or the user method; there igs always 
great uncertainty? 

A. In the end the two results come out the same, end 
all we say is that for 2 business proposition, if you relate 
depreciation to your volume of traffic you have got a 
rational basis, 

Q. If you relate the depreciation to the volume of 
traffic? 

A. In any year, 

Q. You will establish then the service lifetime of a 
Siven property; is that it? 

he. ) You, 

Q. Thet is wheat I wes .- trying to say. Of those three 
factors you give there on this Page Of your brief, it seems to 
me that is the one you ore trying to determine. You heve the 
original cost, you have the gross ton miles, but you have not 
the service life until you have used those two to compute 
it; isn't that so? 

A. Yes. Well, you estimate, you always estimate 


Service life, either under the straight line method or the 
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user method. 


Q. We are leaving the Stroight line method aside for 
the moment. 


A. But it is an estimate, sir. 

Q. It seemed to me, reading over that page of yours, 
that those are the two factors which you can escertsain -- 
the original cost and the gross ton miles? 

A. That is 9 matter of rec Od, 

Q. And by the sid of those two you determine the 
third factor, which is the Service life; is that right? 

Pap Welil,) no, Atote not as Simple as that, sir. 

Q. I was trying to meke it Simple, 

MR SHEPARD: I think perhaps, sir, I might say a 
word -- that the gross ton miles, according to my under- 
Standing of it, referred to in the pseragraph on page 116 
would be-- the only known factor they would have would be 
an ennual gross ton mileage, and thet would not give the 
life of any asset in terms of gross ton miles. That known 
gross ton mileage for a year on the system would not give 
the service life or any element of the service life of any 
asset; and my point there -- and I think Mr. Liddy agreed 
with me and then expanded on it -- was thet what they must 
do in order to get the gross ton mile unit of use is to 
make their estimate of service life of a depreciable road 
asset, say 3 station, and by ean engineering survey they 
determine that it will last for say forty yeers or fifty 
years, then they translate, by applying these trends that 
Mr, Liddy has been referrimg to, that service life in 
units of time by multiplying it out with the gross ton 
mileage thet is mticipated during its life. 

Q. Is that correct, Mr . Liddy? 

A. Well, thet is essermtially correct, but, you see, 


if you do that, just that simsple way that you mention, you 
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do not take into effect the fact that gross ton miles is 
increasing. You have got to go to e growth trend, as I 


have explained. 


Q. That is the trend I have referred to, 
A Yes, 
Q. So the gross ton miles I do not believe is a 
known quantity when it is used with reference to--- 
THE CHAIRMAN: Except yearly. 
MR SHEPARD: Yes, sir; and it does not reflect 
Service life in units of use until you have related it to 
the service life in units of time. 
THE CHAIRMAN: I see. Then you have to intro- 
duce the element of time. 
MR SHEPARD: Yes, sir, 
THE CHAIRMAN: Although this is 2 user method. 
MR SHEPARD: That is right, yes, sir. 
@ “Then, Mr. Liddy; Li wanbed=2- 
I was just going to explain how we arrive at 


the rate then, sir. 


Q. Yes? 
A. The Board of Transport Commissioners in their 
judgment of October 1949 took our user waves for road 


property and they found them reasonable, end they derived 
a straight line rate from it, 1.77 per cent. You will fina 
thet set out on page 6. They say thet that is a life of 
56 years, tested on the basis of what gross ton miles were 
produced over a l4-year period of low and high traffic 
years. Now, let us take that 56 years and multiply it by 
your factor--- 
THE CHAIRMAN: Q. Pardon me. Is that 56 years 

the service life? 

A. In units of time, 

Q. It ia? 
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A. Yes, Sir; end as far ag--- 


Q. Isn't that Setting back to what I Suggested, -- 


thet is how you errive st it? 


As for 3s we ere concerned, we think 56 years is 


peeks tair firme, Tf is a little longer then whet the 


United States railways are using, but, going then to our 


Eross ton mile Srowth trend and multiplying the gross ton 
miles by 56 at the year 1950, at the level of 1950 -- not 


the ectual Sross ton miles, but the growth trend quantum 


-- then you get the life of road property expressed in 


Zross ton miles, It may be 500 million. Divide that into 


your depreciable road property of 322 million, and you 


: have a user rate, so much per million gross ton miles. 


| Q. It was a necessary part of your problem to deter- 


mine the 564 figure that the Board found reasonable? 
| Ae Yes, thet was the pert; and then we take 


that and we Sey, what variation shall we make in that 56 


years in relation to traffic output? 


Q. Yes, I see, 


Let me explain it, sir, perhaps, with a locomotive. 


(Page 16927 follows) 
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Q. With locomotives, yes, it is not so hard. 

A. It is not quite so hard. That is the only reason 
I take it. If you find over a period of half years that 
locomotives have lasted thirty-five years and have made 
an annual mileage of 40,000 miles -- 

Q. Are you talking of the average life of locomotives? 

A. Yes. You have a mathematical life of thirty-five 
years, and they have made an average mileage of 40,000. 
That then is a life in terms of locomotive miles of a 
million and a half. Now, sir, if by technical changes -- 

Q. By what? 

A. Technical changes in the railway industry you run 
locomotives twice as fast per year as you did in the past 
then I say the life will not be thirty-five years. 

Q. It will be seventy? 

A. It will be some other factor. That is why we 
come to units of use as a more suitable factor for 
depreciation than units of time. I would also like to 
refer you, sir, to the definition that we give on 
page 117, a definition which deserves careful reading. 

It is on page 117 of Part I. It reads as follows: 
"Depreciation accounting is a system of 
accounting which aims to distribute the cost or 

other basic value of tangible capital assets, less 

salvage, (if any) over the estimated useful life of 

the unit (which may be a group of assets) ina 

systematic and rational manner. It is a process of 
allocation, not of valuation. Depreciation for the 
year is the portion of the total charge under such 

a system that is allocated to the year. Although 

the allocation may properly take into account 

occurrences during the year, it is not intended 


to be a measurement of the effect of all such 


occurrences." 
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That simply means if you are depreciating a station you 
may take into account the actual depreciation, if you 
could measure it, of that Station, but it is not necessary. 
The system of depreciation accounting is purely and: stmply 
a matter of allocating over a period of years so that you 
build up a reserve totake care of the cost of that 
property at the time it will be retired, 
Q. Does this definition differentiate between the 
two methods, the user and the Straight line method? 
A. What that definition really does, sir, -- 
Q. Is it intended to differentiate or it is Just 
a general proposition? 
A. It is intended to say this -- 
Q. What? 
A. That as far as accountants are concerned they 
do not know what the actual dépréeciation is. 
MR. COVERT: Q. Per annum? 
A. Per annum. They only know it over the entire life 
Or average life of assets. A system of depreciation, as 
long as it is rational and systematic -- 
THE CHAIRMAN: Q. You mean to say, do you, 
whether it is based on time or use? 
Ae Any one. 
Q. That is what I say; this definitisn is compre- 
hensive. It would apply to both methods? 
Kk.” That Is right, sir, 
COMMISSIONER ANGUS: Q. Our difficulty comes 
a little with this. If you are depreciating in terms of 
use something that essentially has a life in terms of time-- 
for instance, if I depreciate a garage in terms of the 
mileage on the car that might be the most convenient thing 
to do. You might say, "We will have a garage that will 
last thirty years and instead of writing off a thirtieth 
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each year you vary it in accordance with the use that you 
put it to in the terms of the car's mileage, and if the 

Car was earning your income that is what you might find 

it most convenient to do, but is that more or less what 
happens with the fences and so on, that you are taking 
Something that does not itself wear out much faster because 
it is used more frequently, but you find it convenient to 
attribute to it the rate of use of the revenue earning 
assets? 

A. Yes, because that is a homogeneous unit. We just 
find it convenient, and having done that we then have a 
depreciation cost that varies with traffic volume, a very 
rational and sensible concept. Now, whatever the rate is 
or whatever the rate should be, we are willing to amend it 
or alter-at so that there Shall be no difference over the 
years between the straight line rate and the user rate. 

Q. Is your system self-correcting in that way? I 
can see if you estimate the life of something and it may 
have a shorter life or a longer one, you can see by trial 
and error whether your estimate is right. Can you do 
that in the case of the user method applied to things 
which do not wear out in proportion to the use? 

A. Yes, you can do anything with the user method 
you can do with the straight line method. You have all 
the facts. I could give this Commission a long list of 
exhibits that we filed in the three freight rates cases 
wherein we tested our rates as to their reasonableness, 


and we produced the estimated service life in years so 


that you might compare it with United States roads or 

any other system, and I think it is fair for me to say 
this, that in all these exhibits -- and they were over 
twenty in number -- I do not think there was any successful 


criticism levelled at our average life that was indicated 
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by the rates we had been using. The whole point in the 
freight rates case revolved around the fact that we were 
in a period of high traffic volume, and the user system 
produced a charge for depreciation that was higher during 
those freight rates cases than the straight line rate 
would produce, 

THE CHAIRMAN: All right, Mr. Shepard. 

MR. SHEPARD: Mr. McLean has reminded me, 
Mr. Chairman, that the complaint of the provinces in the 
el per cent case and the 8 per cent interim case was that 


there was no proof of the propriety of the rate. I was 


about to come to that point, but I thought perhaps in view 
of what Mr. Liddy has just said I should put that on the 
record first, 
Q. Mr. Liddy, I presume you would agree with -- 

THE CHAIRMAN: Pardon me; would you repeat that? 

MR. SHEPARD: The basis of our complaint was 
that there was no proof of the propriety of the user rates 
struck by the C.P.R. 

THE CHAIRMAN: Has Mr. Liddy not covered that 
ground now? rene 

MR, SHEPARD? / was a motion made before the 
Board of Transport Commissioners in the 21 per cent case 
asking for the production of the working papers out of 
which the C.P.R. arrived at the user rates struck, and 
in fact used, and that motion was denied by the Board and 
the working papers were not produced. 

THE CHAIRMAN: The accuracy of the figure was 
in question? 

MR. SHEPARD: Yes. 

MR. EVANS: My friend, Mr. Shepard, says there 


was no proof, but I think it perhaps would be fairer to 
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Say that there was none that he accepted. After all, 

the matter of the rate is, I would submit, for the Beard 

of Transport Commissioners, and if the rate is not satis- 
factory to my friends and they need some sort of proof, 

I would submit that is for the Board. I do want to say 
that there was a great deal of evidence upon which the 
Board could test the rates, and the reason the Board gave 
for refusing to order the production of the original studies 
was based on an argument we made that it is far better to 
test them in the light of experience than to test them in 
the light of some forecast before they went into effect. 

Our position was what good would it do you to go into the 
detailed studies that preceded this because the studies 
might prove to be wrong. Is it not far better to test 

them in the light of experience and see where that leads 
you rather than to go into the theory lying behind the rate? 
That was the reason the Board refused the study. 

THE CHAIRMAN: Did the Board deal with that in 
its written judgment? 

MR. EVANS: It was an interlocutory matter during 
the proceedings. I can get the reference though when the 
Board's judgment was delivered. 

MR. SHEPARD: The fact is now that the Board has 
accepted the straight line method and that we will be 
developing in argument -- I do not think it is necessary 
to go into it now -- our reasons, 

THE CHAIRMAN: I understand the Canadian Pacific 
wish to be left free and to have the Board left free also? 

MR. EVANS: Yes, but we want to have it clear 
that we do not expect the Board merely to accept our 
rates of depreciation without proof. We are quite pre- 
pared to offer proof and to have any test applied to them 


that is fair, but so far as the method is concerned, we 


Py" eae 
; a8 . RR at ; 


oie os, sodmeogs aah 
ee - peiac aan aces. Ws ue i. ashe 
~eides' toa ae ser org ys oe pei 


<¥s/ ae 


°° Ae > JtG 3 
(2908 20, team soa 


ow 
Le 


avce breed sav aoace2 ari? bas e5ter act ayes, ¢ yoo 


iaeh 3 12973 cd 6 
Sree 4 to : 


fobyzs [énkaiza sad to, noldonbes ont Guaese potas , 4 
Rides! Gs Renee BDA ti Sais Se tects he 2 a's Bite SO leo 

of ystjed 242 ef 32 deat eben ow nomygits Ae a0 pened. eau 

Wana ORS CRLY As maa Rete on ri ek ot She RL) ae Dee ae ke SUS Lt} 


oad - i+ . + 7. ~wrn rem * var < A lee r ba 
# Rodd seed Sh Gene. pote STO Ges: 70: One eee aera mote geod | 


. 1} ditew gad? sco'ted Jesosro?) emos Zo digtt ods 
4 mas ay who ' a adn: ane Oe any ae Sekt 


‘4 stat of of soy ob 1 Bivow boon tar asw neni tage su0 
BS er a eR ES ae riic 3 has 2\ lect des bi : ly eee ae ar bars | Pe i) 
nelbite off seiinond eff) bebsostg gant, & toug8 bel inte 


bist? Cee eee ; ome PRIS t. Sik Lg) 


7 


- 
{95% oF tsiyod wat fom gi el  .gn0rw o¢ of 6 iced ace } 
eae) iy a 7s Ha a nial a bi i ee gd meen Dane iw Oabr aoa 


*” 
ehHeel 2nd? suede see bAB sons ins XO 9 ang oe oii? nt’ 
A Te Tak er ae UR eee ee nck@ ats geet 


wes) ‘ 


ox off fixtsA Bales yroud? oft ofall of oy feta votes uo i 
Ore cate) wae 4 fii ae ‘ha Dae rtag: “s ont) an i ube eed tex 
t } 
Vatey Yea ogy beswjer Oisod at mo a8 9‘ ony Eire J sat? 
; ES ae Sori iia 1 cat ey Re ha eh eins Ms Bee eked : mela te 
' ee . 
¢ ate he f+ tp? + f, ry § q > «7 te, 7 ry > 
Ae $209 GEN feed besos said bed samTae Sym 
$time bul, neste est 
2 pees » 1, TES wey AP 
rsh t9¢ 3am yroru ote Int o wcll senaVva ” 
ge Hn ye ieee eho SS ere - i + en 
- Cd 
ony Rady sends sonore tot ony sag aso) f cagatbevs oon oqy 
ober ove tf{e b oew #gamgturt a! brsog ; 
eis: ; 
se brsot off dats wor 62 qoBt ott 2cHAsmm i 
i tel Path Moe Seaa ds et Sey. ae 
ag Lidwc on hans bac ‘boston Sit $f sag teye od betquose 
aot as EO ES Be SRM eG a ; 
(TrassoeR ak ' TF Aestrly Yor of IT «- Se ara hae ft antgoleveb 
Me: ea a} Nase Mmat poe as 1 3 eee yes - i ’ LEP et 
BASES 1890) won re eh a of Hy 
" Sg ea kar oi “i 
ofitesS ssithbagsd-eds Sneaterebhbav I MARR 9 T 
ar ian si ee ee hte ap i We eas at 
Orn tc ; — r F . 
Oe le oon yiss sig Me Sit oF Ome 


aa ars wad ‘BY a oe Wie Set ™ 

Bee fqeone og own paeog edd Joogee jon. . 

oo. Gases i ie es { ai 

4 og tay 78 9 aRoong | wort} t Ww ? 
ihe pd a By pty Ri 


iy 3 


NP 


- 16932 - Mr. Liddy, cr-ex 


think that if this Commission is going to suggest the 
adoption of a uniform classification it should give us 
that freedom to use that method. 

MR. SHEPARD: Q. Mr. Liddy, I think probably 
you would agree that the propriety of the charge in any 
one year for depreciation is dependent on the propriety 
of the rates struck? 

A. Yes, no matter what basis of depreciation you are 
on, Straight line or user, yes, sir. 

Q. And I think all the expert C.P.R. witnesses called 
in the rate cases stated that they did not know anything 
about the propriety of the C.P.R. user rates, that they 
did not examine themselves personally into the propriety 
of those rates? 

A. I think they all tested the rates and submitted 
evidence, 

MR. EVANS: Mr. Dalgleish analyzed the judgment 
of the Board in the 21 per cent case, and he expressed the 
definite opinion after his analysis that the disallowance 
of a portion of the depreciation charged in 1947 by the 
Board was in error, and he gave reasons for it. It is 
quite true he did not go into the service life himSelf 
and he did not go into all the accounting procedure behind 
it, but he did analyze the Board's disallowance, and he 
expressed the firm opinion, to which I will be glad to 
refer the Commission, that the disallowance by the Board 
was erroneous, and Mr. Thompson agreed with that. 

MR. SHEPARD: There is no question that both 
Mr. Thompson and Mr. Dalgleish in the 20 per cent applica- 
tion hearings disagreed with the previous disallowance of 
depreciation as found in the el per cent judgment, but 
I do not think my friends of the railways would say that 
they also disagreed first with our view that the propriety 
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of the charge is dependent upon the propriety of the rate. 

MR. EVANS: Oh well, we have always agreed with 
that. 

MR. SHEPARD: That is point No. 1. The second 
point is that these gentlemen, the experts who were called 
by the Canadian Pacific Railway, had not themselves examined 
into the propriety of the C.P.R. rates of user depreciation 
as fixed by the C.P.R. That is the only point I wanted 
to bring out. 

MR. EVANS: They expressed opinionson the method, 

THE CHAIRMAN: You mean to say they accepted 
figures as a working basis without having gone behind them? 

MR. EVANS: No, sir, they were called to give 
evidence -- 

THE CHAIRMAN: I am asking Mr. Shepard. 

MR. SHEPARD: Perhaps I can answer it as I think 
Mr. Evans was about to. They were called to give evidence 
on the theory of the user method, and as a matter of theory 
I do not think there was much between our experts. 

THE CHAIRMAN: They did not go any further than 
the theory? 

MR. SHEPARD: That is correct. 

MR. EVANS: Our witnesses all agreed that the 
user method was better than the straight line method. 

Now then, Mr. Shepard says they did not examine -- 

THE CHAIRMAN: Did they deal with it in theory 
from the basis of their own experience? 

MR. EVANS: Yes, they knew how it worked. They 
saw how it worked, but then, as I say, Mr. Dalgleish 
and Mr. Thompson went one step further. They analyzed 
the judgment of the Board on the question of the dis- 
allowance of certain amounts of depreciation, and they 


expressed the firm opinion that disallowance was in error 
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for the reasons they gave after analysis. 

MR. SHEPARD: @Q. Turning now to another point, 
I think probably it is common ground between us that your 
view on the user method is that it more accurately reflects 
exhaustion of an asset or group of assets by use than the 
straight line method? 

A. I think it does that for equipment. There would 
not be very much difference between the two methods as to 
accuracy in respect to road property. 

Q. So that as a matter of choice between the two 
methods, the user basis is preferable where the physical 
depreciation of the asset can be directly related to the 
use of the asset? 

A. No, you are thinking of valuation now? You are 
not thinking of a business proposition? You are throwing 
that out in this suggestion you are making to me? 

Q. The suggestion I am making to you is that user 
would be understandably better where the use factor 
in physical depreciation is the predominant one? 

A. No, no; our submission, Mr. Shepard, is simply 
that the straight line is a rigid method and is quite 
unsuited to business conditions, and what is needed is 
something that is more flexible. In our view the user 
method, the way we have applied it, gives us that 
flexibility, but not necessarily any more accuracy in 
the final result except I think it is easier to apply 
for equipment, perhaps a little more accurate, but I do 
not think the choice as to road property has much merit 
in one system versus another system. 

Q. What in your opinion, Mr. Liddy, would be the 
effect of maintenance levels on the useful life of assets? 

A. Maintenance will have an effect on life, but the 


only way you can estimate life, either in units of use or 
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units of time, is to take the situation as you have 
experienced it, the way railways are maintaining their 
property today. That is the only way you have as a guide, 
THE CHAIRMAN: Q. The only way what? 
A. The way railways are maintaining their property 


today. If our standard of maintenance today means that 


Stations will last fifty years that is the only thing you 
can go on. You cannot assume that twenty-five years from 
now you are going to have a standard of maintenance that 
will allow your stations to last seventy-five years, or to 
let that slip down so they will only last thirty years. 
Both methods of arriving at service value must take into 
consideration past experience, 
MR. SHEPARD: Q. Would you agree with me, 

Mr. Liddy, that the use factor in physical depreciation 
of railroad property is overcome to a considerable extent 
by maintenance expenses? 

A. No. 

Q. You disagree with that? 

He Yes: 
Q. Entirely? 
A. As I say, life of assets can only be estimated on 
the basis of past experience. I could not tell you how 
long a rail or how long a station or any other asset may 
live fifty years from now or sweneyspive years from now, 
I can only base it on past experience, and as we proceed 
with depreciation and we find life is expanding or con- 
tracting, then it is up to accountants to so adjust their 
rates to reflect that situation as they see it. 

Q. But one of the prime purposes of spending money 
on maintenance is certainly to keep equipment, for example, 


running. If you do not repair locomotives they would stop 


running? 
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A. Well, we have always done that. 

Q. And that in-effect does to some extent at least 
overcome the physical dépneatabion arising out of use? 

A. That is why we get thirty-five years out of a 
locomotive, because we have maintained it. 


Q. Now, Mr. Liddy, turning to another aspect -- 


COMMISSIONER ANGUS: Q, May I ask one question 
there? Is one of the effects of the user method, assuming 
the rates are correct and so on, to diminish the fluctuations 
in net return by charging more depreciation in years with a 
high volume of traffic and less depreciation in years with 
a low volume of traffic? 

A. Yes, Dr. Angus, you could put it that way. It 
brings depreciation charges into line with other charges 
which go up and down with business volume, 

@. Would that in effect give some shelter to the 
public against the possibility of an increase in freight 
rates to compensate for a fall in volume of traffic? 

A. Yes, that would give some shelter, and during a 
depression -- that is the time that we do not want to 
increase freight rates, and moreover the shippers who 
are shipping freight during a depression may not be the 
Same shippers who are shipping freight during a period 
of prosperity. Why should shippers during a period of 
prosperity have a lower rate of depreciation per car mile 
or per any unit of traffic, than the fellow who is shipping 
during a depression? It is illogical. 

Q. These considerations are more or less independent 
of, shall we say, the rate of wear and tear on the 


physical assets? 
A. Yes, that is the only basis. While it may have 
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Some side advantages that is not why we are after user 
depreciation. We think it is just a sound business 
proposition, 

THE CHAIRMAN: Are you turning now to another 
Subject? 

MR. SHEPARD: Still depreciation, but it is 
with reference to their depreciation reserves. 

THE CHAIRMAN: I think this may be the time to 
ask as to methods. What is the attitude of the Province 
of Manitoba? What do you want us to do? How far do you 
want us to make recommendations? 

MR. SHEPARD: So far as Manitoba is concerned 
we will be putting forward soon, I hope in the next few 
days, a suggested amendment of the Railway Act. 

THE CHAIRMAN: I think you told me that the 
other day. 

MR. SHEPARD: Yes, sir; and 1t will include a 
recommendation that the Board be required to fix the rate 
of depreciation and the method to be followed. 

THE CHAIRMAN: Your amendment will set out the 
method? 

MR. SHEPARD: No, sir, the statute will not 
set it out. The Board will be required to do it, but 
it will be dissimilar to the C.P.R. submission. They 
feel that the carrier should have the option of choosing 
his own method. We say the Board should prescribe a 


uniform method. 


THE CHAIRMAN: Either the user method or the 


other? 
MR. SHEPARD: Yes. 
THE CHAIRMAN: The Board should be free to 


choose but then its choice ought to become compulsory? 


MR. SHEPARD: Yes. 
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THE CHAIRMAN: All right; we will see your 
amendment when it comes along, and of course you will 
give it to counsel. 

MR. SHEPARD: Yes, we will. We will have it 
done as soon as possible, 

Q. Then, Mrs Liddy, in your direct evidence I think 
the figure of $340 million was mentioned as being the 
present depreciation reserve on the books of the C.P.R.? 

A. As at December 31, 1947. 

Q. Now, I wondered whether in your opinion transfers 
to reserves that have recently been made in the last two 
or three years, other than current accruals, were 
sufficient to establish the reserve on a sound basis? 

A. Yes, I believe our present depreciation reserve 
reflects all the past accrued depreciation that exists. 

Q. And then I think you told us in your direct 
examination that 36 per cent of that $340 million reserve 
was accumulated since the institution of depreciation 
acconnting by the C.P.R. which would be from 1940 to 1947 


for rolling stock, and from 1942 to 1947 in road? 


(Page 16942 follows) 
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A Inland steamships from 1934. 
Q. That is 36% of the $340 million? 
A. That is right. 

Q. Now, if you continued your present accruals or 
present annual accruals of depreciation which would flow 
from maintaining the present volume of traffic, would you 
not have a 100% depreciation reserve in about 20 or 25 
years? 

A. Did you mean to slip in there the "present volume 
of traffic"? 

Q. Yes. 


A. Well, the present volume of traffic is at a high 


Q. Well, it is supposed to be going higher, isn't it? 

A. I beg your pardon? 

Q. I thought it was the Canadian Pacific Railway's 
evidence that they were anticipating increases in the 
volume Ofyitraffic? 

A. Yes, but you are going to have more locomotive 
miles, more carmiles and more investment if you are going 
to have that, but the present volume of traffic is at a 
high level, and admittedly the user rates take into income 
during those periods more depreciation than the straight 
line basis. Now, if we have the period of a depression 
Or sub-normal traffic, then our depreciation reserve will 
actually be less than what would be put in there under a 
straight line basis. It all depends upon the volume of 
traffic, and if your user rate is not right, we will adjust 
it so that you will not build up your reserve nor will you 
let it slip down. | 

Q. It all hangs on the propriety of the user gate, 


does it not? 


i 


roe * 


re 
70 ehuroge. daudinite TOY bouton aay 4 
wart beviow 4oLripe. mo,Bde tovsages 70 sleusa9e 48 


i iti 


iON, TS Oa. Oe MERS, to SityiLov ee arti 
#8 10 O08 tOds at, Owtaaet: spite done pt 4 c—) \ 
| . : 
ey nek . 7 | A is 2 , 
jl ' AV ' nt ' Je 
SHMEOY, BheeoeG") abe) sro, at GLfe etuanog OK Ree We bat Mh 
Z ovis. Mi bassipis 
lm Bek = ah vot 
Nate eae wt ottiewt to smufoy soaRong ont ge fk ‘is cay 


A bay.) afover 
far eae ‘georgia sithea o¢ of fisaogque.ol gf pllove Bi itor 14N 
han ce WHEN BOM D6 Bags y 
wi ¢eutiad OFPiges ried bans5 ods sy ‘tt driguods L iP es i by 
med ov! eo8 ohogt grtgoqheltan otem gadd sat doqebit 
Jortierd 10 equtqy 

ViPAMAODL axom vad ot antes tam yOU SHE A REE 98 
— ame Woy LA itt eoneet stom bos sellamse eon ? Belin: 
fea et ono So snlow ¢usesig sit gud oF BS eyert pt . 
magn t ont: ovat pagan Youu ons yibetviimbks bar ae gic. 1 ae 
greats arty EE BOlyaioezgeb stom ~. » abolxsq enodt ail 
an banat: & Ao hotraq, ot oven, ow af ial pasa “onit 


te + sane tet coms SAUCES eae ary; 


f) 


aut bs esr ut Fail hah at ot ett noes % 


Rice ad nem ae ; raed 


4 cre prep! 4 Us 


val! uy ‘ 1 


LO 
; Ar 


- 16943 - Mr. Liddy er.ex 


A. The same with any method of depreciation. If you 
have a 4% straight line rate, there is no virtue in the 
4%; it may be 3%. 

Q. Except that the Straight line rate is based on an 
estimate of service life in terms of years only, and the 
user rate is based on that plus a number of other factors 
that you have been discussing this 2fternoon? 

AS Yes, 

2. And, as I understana it, the straight line method 
makes automatically the adjustments necessary for changes 
in inventory value, but the user rate must be recalculated 
when inventory values change? 

A. If there was no change in the average cost per 
unit of assets, you would never have to adjust your user 
rate. 

Q. Unless you had a change in the number of units 
as well? 

A. Well, you have your miles. 

Q. My friend Mr. McLean has reminded me that Mr. 
Grant Glassco, a chartered accountant from Toronto, when 
he gave evidence, emphasized the fact that the user rate 
must be constantly reviewed because of these factors which 
we have been discussing? 

A. I think any rate should be constantly reviewed. 

Q. But Mr. Glassco did give that evidence, you recall? 

A. He may have. The Interstate Commerce Commission 
requires United States Railways to change their rates and 
they do change them practically every other year. 

Q. I think it comes to this, Mr. Liddy, that your 
Statement in fayour of user, is that the depreciation 


charges should in fact be geared to traffic which in turn, 
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of course, is geared to revenue? 

A. Yes, we feel that that is 4 Sensible, business-like 
proposition. 

2. I suppose you would not Suggest that the freight 
rates should be geared to the Shipper's ability to pay by 
the same token? 

A. I really cannot get the significance of your question. 

Q. Well, if the average Shipper's income should be 
reduced as a result of a period of depression, you would not 
Suggest that freight rates should come down? 

A. Well, you should ask Mr. Jefferson that question. 

I really have no views on how to set freight rates. 
MR. FRAWLEY: No views on reducing freight rates. 
MR. SHEPARD: Then, Mr. Liddy, I just wanted to 
ask you a very few questions on the reference you made which 
appears on page 116. It is the double Spaced short para- 
graph between the two paragraphs from the outline submission. 
This is Part I:- 
"Recently the Interstate Commerce Commission 

and the railroads have commenced studying the 

matter of applying depreciation accounting to 

track structure, and the Commission's Bureau of 

Accounts has proposed, that consideration be 

given to the 'production' (or ‘user') method of 

accruing such depreciation". 

Now, there was great doubt left in my mind as to just 
how far this matter has gone. My understanding is, that it 
is at the present time simply a basis of discussion. Is 
that correct? 

A. No, I think it has probably got beyond that stage, 


Mr. Shepard. It has got to the stage where they have taken 
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the trouble to meke a Proposed order, drafted it all out 
verse by verse so that the carriers may thoroughly understend 
exactly what is proposed. 

Ghee it Proposed to put that order into effect without 
discussion? 

A. No, that is the purpose of making it a proposed 
order. 

Q. Well, I would think that perhaps the most satisfac- 
tory way to start a discussion on the Subject would be to 
draft an order, and I Just wanted to find out whether this 
is in fact the first Step or not. My understanding is, that 
it is the first Step? 

A. Well, I do know that the Interstate Commerce 
Commission and the Bureau of Internal Revenue are anxious 
to get all the corporations on a depreciation base. Ta have 
some on renewal accounting and some on depreciation is to 
them unsatisfactory, and I think, that while this propossed 
Order does not Say So, I think back of it is the thought ‘ 
that the sooner they all get on depreciation throughout 
the simpler it will be for everybody concerned. 

Q. I understand this Suggestion you have just been 
referring to is related only to part of the assets that 
are now classified as non-depreciable in railway assets. 

It does not suggest that all of them be placed on de- 
preciation accounting? 

A. You mean ties? 

Q. I don't know; I am asking for information. 

A. It relates to all ties, all rails, it relates to 
all other track material and to all track laying and Servicing. 

Q. Does that include all the presently non-depreciable 
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A. Then, if you take this together with the classes 
that are now depreciable, you would have all property that 
does depreciate in depreciable accounts. 

Q. It would still leave some railway assets not 
subject to depreciation accounting? 

A. Well, land - you can't depreciate land, as I under- 
Stand it, or earth like in grading. 

Q@. Have you any view as to whether there is any 
advantage in adopting depreciation accounting for track, 
for example? 

A. Well, I think it would be a fair method, a fair 
thing to do, provided that it was realistic. 

2. Well, would not the end result of adopting de- 
preciation accounting be the same as it now is through 
renewals? In other words, your annual accruals of deprecia- 
tion would roughly equal out over a period of time the 
renewals? 

A. Well, it would solve one problem we have had in 
these rate cases, and that is how much deferred maintenance 
we have. 

Q. I don't think that is quite what I had in mind. 

The question I asked was, that the result of adopting 
depreciation accounting for presently non-depreciable 
road would be, that your depreciation accruals each year 
and year after year would average out to the same amount 
of dollars as is now being charged by way of renewal to 
maintenance expenses? 

A. If there were no changes in the price structure 
over the years, yes, but if there is a change in the price 
level, there would be a difference between the deprecia:tion 


method and the renewal method. 
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Q. Because the depreciation method would be based on 
cost, and the .-renewal method is based on price at the time 
the renewal is made? 

A. There would be 2 lag of 20 or 25 years, whatever 
is the average life Cycle. 

2. Then, Mr. Liddy, on page 118, you make reference 
there to Docket 15100 of the Interstate Commerce Commission, 
and you quote from three different pages. Page 414 is the 
Second quotation there, and it starts with the words: "Where 
use is the controlling factor...". That is the phrase 
I wanted to discuss, coupled with another one which is 
in the next small paragraph, and which AB oe Oa eit tHe 
carriers can develop a practicable plan". Now, I take it 
that those two quotations are the two question marks that 
the Interstate Commerce commission are in fact pointing 
towards the user method. Would you agree with that? In 
other words, if you could determine that use is a controlling 
factor, and if the carriers could develop a practicable 
plan, then the Interstate Commerce Commission has no fault 
to find with the user method? 

A. Well, this Docket 15100 was dated July 25, 193%, 
That is 19 years ago, and I think there has been a lot of 
water spilled over the dam since then. I do not know whether 
this represents now the views of any of the members of the 
Interstate Commerce Commission or not. 

Q. I don't know either, but all I was Aoi take 
those two phrases which seemed to me to be qualifications 
of any approval of the user method and it would seem to me, 
that the Interstate Commerce Commission at that time said in 


effect, first of all, use must be a controlling factor; 


a 
ent ms 
‘ o> <5 77 ; 
ng rsd aa A 1 


i Ar, 
ae ™ 
% ay ee A . ~ oe ans 
16 ‘beasd ad, biuow. eile akicisotan 

. 1c ART: RRA Jasin" 35)... ae 
ve ott on eolty mo Bewed et port? ow J 


Ce 7 Les Ry #: A, a é yen ty ise art Se 


| ie 
sovedcate " eney @& to 0S. to Lee Bt Bivew 
rete ee 
, : of aye aes 

Psa poke aug ts 


soneratet. alan Voy BLL 9255 ng * yubDAL: a creat .— on 
ite Men” Bah vty pee, Ue ae Pea ion hb 3c a ape ; 

Ao Lee tow 193 Sotommod sxyciterestn! woetid to eh tealboly 0% ot i 

the Le aoe ys m= ae ee oe a SU al ey ti) 


ayo 


te Bits ee 


tog, Lar Athen TOD Open cal hae acres 
sodW’ ¢2ebrow one Adiw-atacsa of bas =. notsetoup, eT 


resin) aaa Ta Senet, Ae eee 


sapadG old ef frat Seto a3 gait London sat af aet 


Sy ; rsro" hh sunt ‘nor’ staup He: babs 7 


=. ty Pe es en Ait rer tes 055° eee pie eee | BN 
tro eine eae 9 Aibre wn Secs = hy a7: 
af dotpiw uno rectors rit tv bok quon reevonth oF bednow t 
= 4 peaty fi tek SOL od etd ae / ae on wv Oo PE eae Pew eee ee pes : 
ont TE, vie y #682, Mo hile Doe ge ego ale Ween me A ne ; 
vi eof62 7. wou ~tmeig vldaolso ang B Gok: veb add eistTas. 
« a eyi ae way 2 ae hg 6 4 ap one as aS 
face encima noOlvecp ows ocd sts Boal sdoun sa onorty Sart. & 
[Tyla eee Pee ee @ PIR Se! Ao ; sen 2 ath ood, Hees: 
snttnheg dost a) ofasinmed Sot samo ejesz ota ode. ta 
OO hye cith i pita t Ase Ae tee. | + MOU ea 3 cae ae) 4a33, aL ’ 
mi. teen? nelw eatp at binoW. .pordom Ts ad eng SBaBWOT 
Ae Rta : ¥e ticeast Sita aed eh ee ie. Ss et a ; i 
Pie a u i! 4 iD on ee cs Pe ae ce as 
itiLowjnee & el seu tans oolorteteh L109 wort “r 4 BBLOW T0tto 
Fa i Sabri q a5 aay re ey He spi ee bane a Sona 2atae | as eae 
EES ie oy hae it << past ee Gos Asm Loe a aie we © : 
sidsolicerq * yolsv~! [wow ey ors feo afly Tl bss. cTOS9ET, 
US Cae Lee Sai ed” A hese aay eae i) ye SA ee! 2 ees ~, a 
Jinsey en. eel aolastames ors ann ery eseTerHt Srig nett. iTS a 
Lee eree seen Ce ee pr yar | hes ge ie ws 
¢Horls oa aeess on? Adiw batt, oF. . 
see Aa Cid eae? Hag Stee at ee ie 
£EGL 6S Yiit Betub saw OOfEL Jodooc. apeter!t Nr dott , 
i she Bangin d Yi Sat AMaE ; Teo as 
t ‘ c= ° . 
"> 9G 9 Ged Berl exsds Aad? I bas .OR8, Bis ee. et. ei I5MF,, ‘ 
£ i a ee a wi “ ‘ a ieee ub, ; 
pais eta Jon Ob I wexiy, conte mth Sit 380. boils 8, T9T9W 
jk oh Fey aS 4 ae oY et ; : ‘ is ae i Th * : : 
atid to ep odmen ents 20 vor Lal ewes v oti’ won etnchorged. ‘elie 
ae Pa lit," ; aig * er nea Oe t oO ae 4 fe Aa aS : 
arf eek ' fs : ’ 4 
(200 TO ro fae € tratto} eon samo sdndondsal ” 


ba Phot ty 


enw - 35> ae debate dou, Yew 
svcd od arte eew 7 tke Sie ‘ott te wool | o'A06) be . a 


Se Ke Gin 't 


acatagert telaup od re om od b bemeus sod 
“a Me. oie : bP a" av! et 7 Ta" ae fit 
ac sid mone bathe oe beck bork om TSR ent, of 
- ry it ones ef i ays Yi a, th i} a -_ ‘ i = 


if bia ome todd ‘$8 noises bancd ‘orommod, oregete d: 
cri: £28 gaye NI” Be se aeeeeray ani 5 Cee we es 
:toton® wotilorace & od taum ony 


Satie Sin eehe ng Se ear ae ats a ’ 


veh 
. "| i ; 


eee 
a 


al) 7 Anal 7 » f f 
ile Anes, Aw, 7 + 
i 


ve AN oy rie 


ie cake : 
fie if ay 
] dha ; . 


Koy! 


- 16948 - Mr. Liddy cr.ex 


secondly, the carriers must develop a practicable plan 
for determining the user rate, and then the user would have 


the merit that is Suggested. 


(Page 16950 follows) 
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As’ The T.030 a6 not seem to have that view today, 
if this proposed order is any reflection of their views. 

MR SHEPARD: Now, Mr. Chsirman, I thought it 
would be just as well to put on the record at this point 
the references to Mr. McLesn's argument before the Board 
in the 20% Application on this Subject of depreciation 
Benerslly. I do not want to go into it in any more detail 
than I have, but 16 Ye eit on the record, and my friend 
Mr. Evans geve you references to the €,F,8,'s contentions. 
Manitoba's argument is found in volume 817, starting at 
pege 4409 and running through to page 4460. There is 2 
summary of the objections to the user basis from the 
Viewpoint of Manitoba's approech to the problem, from 
peges 4455 to 4457 -- three pages there, 

Q. Then, Mr. Liddy, turning to page 124, the first 
full paragraph on that page ends up by making reference 
to "the hard fact that the railways sre under obligation 
to continue Supplying passenger service." Now, we dis- 
cussed this matter at some length this morning, but there 
were just one or two other points that I wanted to discuss 
arising out of that statement. 

THE CHAIRMAN: Thet is a statement thet this 
pessenger service is 2 hard fact? 

MR SHEPARD: The fact that the railways are under 
an obligation. to continue to carry it, sir. 

THE CHAIRMAN: Thet the obligation is a hard fact. 

MR SHEPARD: Yes, sir, 

Q. Now, I take it thot you consider it en obligation 
under -- I tmink Mr. Evans referred to section 312 this 
morning of tme Railway Act; the railways 3s common cerriers 


consider thatt they are obliged to maintain passenger 


service? 


A. Well, I would not want to express my views on 
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thet; I do not think they would be of any use to the 
Commission, 

Q. Well, I think Mr. Evans hes elresedy expressed 
them, so perhaps I can go on. And I think we have 
reached agreement that pessenger retes cannot be raised 
now becsuse of competition? 

A. That was the evidence in the recent rate cases. 

Q. But still the obligation to carry - pessengers is 
left with the railways? 

A. Well, I am in the hands of counsel to say what 
that contractual obligation is under the R ilwey Act. 

Q. Now, I wanted to Just develop with you 3 moment: 
The C.P.R.'s submission as I understand it with respect to 


grain rates is this, that it is unsound to have any part 


“of the traffic, freight treffic, with rates fixed other 


than by the Board of Transport Commissioners? 

THE CHAIRMAN: Pardon me. Are you going to go 
into the question of grain rates? Is that what you said? 

NR SHEPPARD: .Yos, Ljidildsrein, 

THE CHAIRMAN: Well, we will think it over. 
---(Recess), 


---(Upon resuming): 
MR: SHEPARD: Mr. Chairman, I did not want to 


imply that I was going to cross-examine Mr. Liddy at any 
length on the subject of grain rates. 

THIE CHAIRMAN: No; I knew there was going to be a 
change of su.bject, and I thought it would be e good time to 
take 9 rest, 

MR SHEPARD: All thet I wanted to do, sir, was to 
point out two things: First of ell, that with regard to 
Passenger tra.ffie the C.P.R.'s view, as I understand it, 
is that they sare under an obligation to carry that traffic. 

THE CHA.IRMAN: Yes; they call it the hard fact. 
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MR SHEPARD: Yes, sir. Then referring on poge 
188 to item number 4--~- 

THE CHAIRMAN: Well, they sare under obligation 
to carry possenger troffic, are they not? 

MR SHEPARD: Well, Mr. Evans quoted I think it 
wes section 312 this morning, 

MR EVANS: Mr. Sincleir did. 

MR SHEPARD: Mr, Sinclair did, yes, 

MR SINCLAIR: Supply adequate facilities for the 
moving of traffic, 

MR SHEPARD; Then, sir, what I wished to do was 
to relate thot statutory obligation, as the C.P.R. puts it 
forwerd, to the C.P.R. viewpoint with reference to the 
Statutory obligstion imposed on it by section 325 with 
reference to grain rates. The fourth recommendation in 
the--- 

THE CHAIRMAN: That is another hard fact, is it? 

MR SHEPARD: Yes, in the C.P.R.'s submission. 
The fourth recommendation on pege 188 of Part I with 
reference to grain retes, the summary of recommendations, 
the. iC, PyR., says this--- 

THE CHAIRMAN: You are coming to the groin rates, 
then, 

MR SHEPARD: Yes, sir, Just for 3 quick sortie. 
The C.P.R. says this: 

"If, es a matter of nationel policy, the grain 
growing industry in Western Cronoada should at any time 
require to be subsidized, the Subsidy should be paid 
directly to the industry by the Government of Cenada 
out of general tax momies." 

Thet is s section thet has already been the subject of 
discussion with Mr. Jefferston, but it does reflect the 
attitude of the C.P.R. as n.ot being opposed to a subsidy 
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to the industry, end of course I eam not suggesting by 
commenting on it now that we agree that the rates are not 
compensostory or snything of thet sort, but I did want to 
draw that statement to the Commission's attention, and 
then direct one or two questions to Mr. Liddy. 

Q. Now, Mr, Liddy, in view of thot attitude with 
reference to grain rotes, and ossuming thst no traffic 
Should be carried by the C.P.R. at a loss -- which I think 
you would agree is a correct assumption -- would you sug- 
gest that it might be fair, or would you consider it 
unwise, for the Dominion Government to make up eny 
passenger losses that there may be, not as e subsidy but 
a8 payment to the C.P.R. for carrying out an obligation 
imposed upon them by statute? 

A. Thet is, if there was an actual pessenger loss? 

Q. Yes; this is all on a hypothetical basis. 

A. It must be, because it is not my view that there 
L383 Dose. 

Qe Yes. 

A. Well, reelly that question is beyond my sphere of 
knowledge. 

Q. Well, thet is fine. Then there are just a very 
few questions in Part II, Mr. Liddy, thet I wented to 
direct your attention to. On page 36 of Part II -- it 
may not be necessary, Mr. Chairman, for me to ask any 
questions on this, but I think for the record it should be 
made clear thet the C.P.R. has apparently in writing port 
of the statements found on pege 36 gone on the essumption 
thet Manitoba's submission is thet renewal depreciation 
should be--- 

THE CHAIRMAN: We are back to depreciation egsin? 
MR SHEPARD: Yes, sir; that renewal depreciation 


should be adopted for equipment. There is ea sentence 
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Sterting on the first line of page 36: 
"Some idea of the cost of renewel accounting in 
regerd to equipment may be obtained from the fact 
°S proved by the witness Newman in the 20% Case 
thet the restoration of work capacity in equipment 
@lone over the next five years will require the 
expenditure of an average of $33,200,000 per annum." 

MR EVANS: I can 2ssure my friend thet that was 
not the intention of thet, if that will help him. 

MR SHEPARD: Thet will, 

MR EVANS: The intention there was merely to 
point to the fact thet renewel accounting is not cheaper 
than depreciation accounting necesssrily. I pointed to 
that becouse we had a figure readily evailable to show 


what would be the Charges if we were on renewal accounting 


for equipment today. 


MR SHEPARD: My only point, Mr, Cheirman--- 
THE CHAIRMAN: You point out that on renewsl 
eccounting you would have =a figure of about $33 million, 
and with your totel ecerusls end depreciation it would be 
much less than that, $284 million. 

MR EVANS: Yes. We say that the reason for thot 
is this: Renewel accounting charges expenses the cost 
of replocement; depreciation accounting does not; it is 
related to cost, 

THE CHAIRMAN: In view of that explanation, what 
is left, then, Mr. Shepard? 

MR SHEPARD: The only point that I wanted to moke 
Clear, sir, was thet this whole part of the C.P.R. brief is 
in answer to Manitobe's Submissions, largely with reference 
to depreciation, end Manitobe hes not Suggested et any time 
that renewal accounting was proper for equipment. Our 


submission is thet it should be straight line depreciation 
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accounting, ond I Just wanted to clarify thet. 

MR EVANS: But you do, Mr. Shepard, edhere to 
the ides of renewal eecounting for rosd property? 

MR SHEPARD: Yes, Our submission on thet, Mr. 
Chairmen, is that it is preferable to straight line 
depreciation eccounting, because it obviates the necessity 
of checking maintenance to insure that there ere no 
renewals being charged to maintenance st the same time 
that depreciation is being teken. Thot is, from the view- 
point of the regulatory tribunel, it makes it easier to 
police the accounts of the railweys, ond that is the 
reason thet we have expressed a preference for renewal 
eccounting on depreciable road property rather than 
Straight line depreciation accounting. 

Q. Now, Mr, Liddy, I have just one finol matter to 
discuss with you, end it is on our friend page 27 of the 
Appendix to Port I, the digest of development. Page 27 
is also Exhibit 190. You were discussing, Mr, Liddy, in 
your evidence yesterday, end I think I remember Dr. Innis 
osking you a question with reference to the column headed 
"Rate of Return on Net Roilway Property Investment". I 
just wanted to get your agreement with me that since the 
edvent of serious competition to the railweys from other 
forms of carrier your rate of return has not been neorly as 
high as it was prior to the sdvent of thet competition. I 
think it is feirly obvious from focicine et thot column, and 
I would esk you if you would agree with that general state- 
ment? 

A. I think the big foctor, Mr. Shepard, in the decline 
in the rote of return in the latter pert of this statement 
898 compered with the first port, is the odvent of competition 
in the r@ilwsy industry. 

THE CHAIRMAN: Q. In whet industry? 
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A. Competition within the railwey industry. 

MR SHEPARD: Q. You mean competition between rail 
carriers? 

A. Yes, sir, 

Q. You do not consider that the development of the 
internel combustion engine for trucks and buses and the 
edvances that have been méde there is e potent factor, and 
the development of elreraft? 

As. Lfehags hed iite efiect. but it 1A my view thet we 
Overbuilt our rsilroads -- it is not my view; that wos the 
view of the Royal Commission of 1930-31, end--- 

THE CHAIRMAN: Q. Yes, but you are Speeking now in 
1950; is that still your view? 

A. That we are now just catching up, sir. 

Q. I beg your pordon? 

A. The country is now Just catching up in traffic 
volume, in line with the railway facilities that ere avail- 
able. We overbuilt our rollweys in the 1910-1920 period, 
and Conada has grown, industry has expanded, end the reilway 
mileoge has increased only slightly, so that now I think we 
are coming into 3 period when the railways may agein hove 
traffic density thet would be attuned --- 

Q. We do not have too much railway mileege now, then 
=< OP Go we? 

A. Well, not during the war period, no, sir; I would 
not say we had any too much mileage during the war period. 

Q. What ebout now? 

A. Well, we could hendle a little more treffic right 
today. 

Q. I beg your pardon? 

A, We could hendle more treffic today. You see, in the 
United States the reilweys handle s density of treffic at 


least twice whet we do in Cansda. 
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MR SHEPARD: Q. You would egree with me, Mr. 
Liddy, I presume, thet you would be handling more traffic 
today if competing carriers hag not been developed in the 
period from 1920 up to the present time? 

A. Yes. There were not very mony competing . = , 
highwey cerriers in 1920, 

Q. Not in 1920, no; but the period subsequent to 1920? 

me Y You ‘sees 2 

THE CHAIRMAN: Then there was the depression period. 

MR SHEPARD: Lehy ire 

THE CHAIRMAN: Q. I see you have the rate of 
return 1948 the same ag for 1935, haven't you? 

ik, Yes,. gir. 

MR SHEPARD: Q, Then, Mr. Liddy, there is 92 colum 
headed "Revenue Possenger Miles (thousands)"; it is the 
fifth column from the Left, including the year column. 

THE CHAIRMAN: Whot is the column? "Revenue 
Passenger Miles"? 

MR SHEPARD: Yes, sir, 

Q. I just wanted to point out thet the totals there 
Sirice#1921 > or including 1921 to date, with the exception of 
the war years, have not exceeded the yeerly totals from 
approximotely 1910 up till 1920; thet is correct, is it not? 

A. I think thet is 9 correct statement, 

Q. Would you teke it from those figures thot there is 
less passenger traffic in totel, or that the rallways have in 
fact lost a substantial amount to competing carriers, either 
on the lend or in the air? 

Ae ‘es, 2B think-in possenger traffic that we heve lost 
it, and probably permanently lost it. 

Q. Would your forecast be on passenger traffic, then, 
that it will be worse before it is better, os fer as the 


railways are concerned? 
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A. I really heve not thought about the future. 
Q. I think thet is ell, thank you, Mr, Liddy. 
COMMISSIONER INNIS: Q. Would it be your view 
that the decline or the effects of competition from the 
Canadian National were perticulerly effective on long heul 
traffic? 

A. Yes, it would be effective on long haul traffic, 
but both raoilweys are into practically every community of 
eny size across the whole continent, 

Q. Does the effect seem to be So serious as a result 
largely of rail competition, or to just whet particuloer 
elements would you ettribute the loss? 

fh. Well, sir, before the Canodien National were 
unified os one system we interchanged © substantisl volume 
of treffic ssy with the Intercolonial, We lost that almost 
immedistely the Censdian Netionsl were able to give through 
Service from the Meritimes to Onterio and to the west. Also 
there is the Canadian Northern; at one time they inter- 
chonged a lot of traffic with the Conodian Pacific, The 
Conadien National now ere eble to serve that traffic from 
its origination point to its destination point. 

MR EVANS: Were you by any chance talking about 
passenger treffic, sir? 


COMMISSIONER INNIS: No; freight. 


(Page 16962 follows) 
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THE CHAIRMAN: All right, Mr. Frawley. 

MR, FRAME AT TON By MR FRAWLEY or the 
day before you expressed yourself as in agreement that 
there should be a uniform classification of aezounts for 
Canadian railways? 

A. We should strive for that, yes, Mr. Frawley. 

Q. Mr. Evans said to you: 

"What, in your opinion, would be the first step 

towards obtaining uaifqrmity in accounting? 

A. I think the first step is to adopt a uniform 

classification suitable for Canadian railways." 
So you are not in any disagreement with the rest of us 
that there should be uniform accounting? 

Ran eNOy Sir, 

Q. I think you will also agree that can only be done 
by the regulatory body promulgating some uniform classifi- 
cation? 

A. I think that. is the machinery. 

Q. You probably do not disagree with what the 
Canadian National say at page 80 of their submissim 
which reads: 

"Canadian National submits that there should be 

a uniform system of accounts for Canadian railways, 

and that such system should be prescribed in 

accounting classifications to be issued by the 

Board of Transport Commissioners under statatory 

authority. " 

THE CHAIRMAN: Who says that? 

MR. FRAWLEY: The Camadian National. 

THE CHAIRMAN: What page? 

MR. FRAWLEY: Page 80. I was reading from 
the paragraph lettered with a capital A on page 80. 

Q. That is as you see the machinery, Mr. Liddy? 
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There first must be -- because I think we are in agreement 


at the moment that there is no statutory authority or at 


least nothing plain and direct -- statutory authority 
empowering the Board of Transport Commissioners to 
promulgate a uniform system of classifications of 
accounts? 

A. Well, I probably would not agree with you that 
there is no authority there now. 

THE CHAIRMAN: Q. Would you please speak up? 
A. Ido not think I would agree with Mr. Frawley 

that there is no authority there now, but in that matter 
I am entirely in the hands of the legal counsel. 

MR. FRAWLEY: Q. You would go this far with 
me, that if it is there the Board should set up this 
classification, and if they need the statutory authority 
you are quite in agreement that they should have it? 

A. No objection at all. 

Q. I want to call your attention to another phrase 
in the Canadian National brief on the same page which 
rather struck me, and with which you will probably also 
agree, It reads: 

"It is highly desirable that the accounting 
presentation of its financial position and the 
results of its operations should be made according 
to accepted standards." 

I take it that is a statement with which you would agree? 

A. Are we talking of the Canadian Pacific or 
Canadian National? 

Q. This is a general statement with respect to 
what is desirable. You are in accord with that as a 
general statement? 


A. Well, I was not the author of that, I am sure. 
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Q. The Canadian National is limiting it to itself, 
but I take it you would agree with 1t? You do not disagree 
with it? 

A. No, but I do not know that it is complete, I 
would not write it that way. 

THE CHAIRMAN: The Canadian National are talking 
there exclusively as a4 State-owned enterprise, are they not? 

MR. FRAWLEY: Yes, that is right, and they say 
it is highly desirable that the accounting presentation 
of its financial position -- 

THE CHAIRMAN: Of its --- 

MR. FRAWLEY: Of its financial position and the 
results of its operations should be made according to 
accepted standards. It is the next sentence I particularly 
want to call to your attention. It reads: 

"A management subject to accountability should 
not itself decide the accounting rules by which the 
results of its management are to be judged." 

That is a sound proposition, is it not? 

A. Leave it to somebody else? 

Q. Yes, to the regulatory body? 

A. Well, I would like a little string on things 
like that because I think any corporation has a respons- 
ibility to see that its accounts are properly stated, and 
you must not follow blindly any rule. I think the Canadian: 
Pacific, for example, should never divest itself of the 
responsibility to issue sound financial statements. 

Q. I think perhaps our minds are not meeting at the 
moment. You are in accord that there should be a uniform 
classification of accounts issued by our regulatory body, 
the Board of Transport Commissioners? 


A. Yess 
Q. Now, you would be in accord with the proposition 
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that your management should obey the accounting rules 
which that system of accounts would lay down? 

A. And we would want to see that they are sound. 

Q. I simply put it to you that this statement 
indicates a good reason for LG, tat £6 asa, You are in 
accord with it so perhaps we do not need any further reason. 
You think it 1s a good thing? 

A. Oh, I think uniform accounting is a good thing. 

Q. According to rules prescribed by the regulatory 
body? 

A. Well, I have seen some reports which simply say 
that these results are in accordance with some rules, and 
to my mind that is a rather ineffective way of saying that 
these accounts are right. 

Q. Mr. Liddy, either you are in agreement with the 
proposition that there should be a uniform system of 
accounts laid down by the regulatory body, or you are not. 
I thought a moment ago you were. You are not receding 
from that position? 

A. Not at all. 

THE CHAIRMAN: In so far as that sentence is 


concerned, I am just wondering whether you are not taking 


it out of its context. It says: 


"A management subject to accountability” ««. 

Does that mean subject to public accountability? I suppose. 
that is it, Mr. O'Donnell? You are dealing with your 

own railway and then you go on and say, "a management 
subject to accountability" -- 

MR. FRAWLEY: Frankly I thought that first 
sentence at the top of page 81 was as applicable to the 
Canadian Pacific as to the Canadian National. 

THE CHAIRMAN: Would it be applicable to all 


corporations? 
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MR. FRAWLEY: All pagitlated corporations. 

THE CHAIRMAN: I suppose the words "subject to 
accountability" mean regulated? 

MR. FRAWLEY: Yes, that is how I take it. 

MR. O'DONNELL: I think if you go further dow 
page 81 to the paragraph lettered B the matter becomes 
cléar, 

THE CHAIRMAN: All right; then this brings it 
back to the railways. 

MR. FRAWLEY: Q. Let us go on to page 85. 

THE CHAIRMAN: Pardon me a moment. Mr. Frawley, 
the application that you would make of that paragraph 
would apply to the Canadian Pacific Railway as well as 
the Canadian National? 

MR. FRAWLEY: That is why I was putting it. 

THE CHAIRMAN: Because they are both subject to 
public accountability. 

MR. FRAWLEY: Under the regulatory body, the 
body that regulates. 

THE CHAIRMAN: They have to earn their rates 
as fixed by a-public body. 

MR. FRAWLEY: That is my contention. That is 
why I felt it was as apt to the Canadian Pacific as to 
the Canadian National. 

Q. On page 85 there is a paragraph reading: 

"A considerable benefit would also accrwe to 
any regulatory body with jurisdiction over railway 
accounting which might be set up in Canada if it 
were decided to adopt the accounting practices 
and procedures developed through these joint efforts." 

It is referring to the efforts which have been arrived 
at through the Interstate Commerce Commission and the 


American Association of Railroads. Would you agree or 
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disagree with that statement? 

A. I think I would agree with that, Mr. Frawley. 

Q. It goes on to read: 

"Such benefit would accrue largely from the fact 

that acceptance of what are considered to be standard 

railway accounting procedures on this continent 

would tend to keep to a minimum the size of the 
organization required for the prescribing of accounts 
and for their maintenance on a basis conforming with 
changing conditions and improvements in accounting 
procedures, since the changes prescribed by the 

I.C.C. could be readily incorporated in the Canadian 

classification were the account numbers, texts and 

terminology to follow the pattern of the 

T. Ci." classification.” 

You have no disagreement with that statement? 

A. No, that is what I say. Let us not go off on 
a tangent in Canada with some new method or some new 
principle of accounting. 

Q. That is, you would prefer to stick pretty closely 
to the way the I.C.C. has worked it out? 

A. Follow them as they develop and progress. 

Q. Mr. Liddy, I would call your attention briefly, 
and without any danger of repeating at all what Mr.Shepard 
cross-examined you about, to this fact, that there are in 
the main three differences in the operating accounts, in 
any event, of the Canadian Pacific and the Canadian 
National. One + is with respect to express earnings, 
the other with respect to communications, and the other 
with respect to depreciation. Are those roughly the three 
main differences? 

A. Yes, I think that is it. 

Q. Just. for the record let me state briefly that in 
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the case of the Canadian Pacific the net earnings of the 
express company by contract are taken into rail earnings? 

A. From transportation. 

Q. From transportation are taken into rail earnings, 
and the net earnings from the financial Operations are 
taken into non-rail income? 

Be That is.righ 

Q. And on the other hand, in the case of the Canadian 
National all earnings are taken into rail? 

A. If there are any net earnings. 

Q. If there are any net earnings in the case of the 
Canadian National? 

A..nbnat is, rights 

Q@.- I do not know whether or not they have any, but 
if they have any it all goes to rail. Would you agree with 
what the Canadian National says about its express traffic 
when it says on page 97: 

"The foregoing" -- 
That is the description of how they handle the matter. 
"_. is strictly in accordance with the Interstate 

Commerce Commission Uniform System of Accounts for 

steam railroads which provides that when a railway 

company transacts an express business through its 
regular railway organization the revenues therefrom 
and the expenses thereof shall be accounted for through 
the primary revenue and expense accounts provided for 
that purpose," 

Is that about the way you understand I.C.C. regulations? 
A. Well, as I explained in my evidence, in chief 
there is no express business pandled by any United States 
railway, and there has not been since the year 1939, so 

how can this be in accordance with the foregoing? 


Q. You are quarrelling then with what the Canadian 
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National says? 

A. I do not quarrel with the Canadian National. It 
is their brief; it is not mine. 

Qe You are perhaps questioning them whether or not 
what they have said as to how they handle it is strictly 
in accordance with the I.C.C.? 

A. I am just giving you the picture of the factual 
things -- 

THE CHAIRMAN: Q. What are the facts? This 
statement in the C.N.R. submission says: 

"The foregoing is strictly in accordance with 
the Interstate Commerce Commission Uniform System of 
Accounts for steam railroads which provides that when 
a railway company transacts an express business", 

certain consequences shall follow. Am I to understand 
that you say that the United States railroads do not trans- 
act express businesses? 

A. There igs no express business handled on any 
United States railway, and has not been so handled since 
the year 1939. 

THE CHAIRMAN: Mr. O'Donnell, does that para- 
graph refer to past practice? 

MR. O'DONNELL: We will have to have it 
explained by Mr. Cooper. 

MR. FRAWLEY: Q. Mr. Liddy, what you Say is 
that if they were transacting an express business then 
what the paragraph says would be so? 

THE CHAIRMAN: When they were. 

MR. FRAWLEY: Q. When they were or to the 
extent that they are now. 

A. If any small railway in the United States had 
some express business the Ineerstate Commerce Commission 


would not require that railway to segregate its expenses, 
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but the actual situation in the United States for 
years and years, as far as my knowledge goes, is that 
express traffic has always been handled apart from the 
railways. 


Q. I quite agree, but after all it seems to me to 


be a comparatively simple paragraph. It says: 
", . . when a railway company transacts an 
express business through its regular railway 
organization the revenues therefrom and the 
expenses thereof ‘shall be accounted for through 
the primary revenue and expense accounts provided 
for that purpose." 
You do not take exception to that statement? It is a 
statement of fact? 
A. The Canadian Pacific Railway does not conduct -- 
Q. I am only suggesting to you there cannot be any 
exception taken to that statement. In the United States 
when a railway company transacts express business through 
its regular railway organization then the accounting of 
the revenues therefrom shall be as indicated on this page 
of the OPLes. 
MR. O'DONNELL: I think that is in strict 
conformity with the provisions of account 107 of the 
1.C.G. classification, 
MR. FRAWLEY: Q. I did not understand Mr.Liddy 
was saying what the paragraph says was incorrect at all? 
A. You asked me if I agree that is a good thing. 
Q. As to whether it is a fact that is what the 1I.C.C. 
uniform system of accounts prescribes? 
A. As I understand it the Interstate Commercé 
Commission's present classification does not even provide 
an account for express expenses for the simple reason 


that no railway company has had any need to use such an 
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account. 

Q. I am not quarrelling with you at all, but there 
might still be a provision in the system of accounts. It 
might be changed tomorrow, and then there would not be any 
way of dealing with it? 

A. At the present time it is out. 

Q. There might still be some provision that says if, 
as and when such and such happens then certain consequences 
follow. It is as simple as that? 

A. It is as simple as that when I say it is not in 
the expenses. That is the simple part of it. 

Q. Now then, in Canada the express departments of 
the Canadian National Railway and the Canadian Pacific 
Express Company are carrying on the same kind of business? 

AN eel would- say’ so. 

@. Almost identically the same kind? 

A. Not perhaps in the same way, but they are carrying 
on the same kind of business. 

Q. I submit to you the nature of the business is 
almost identical? 

Apothat its right. 

Q. Now, sometimes it is necessary to compare the 
operating results of the express departments? 

A. Yes, there are separate reports made to the 
Dominion Bureau of Statistics. 

Q. And the regulatory body sometimes finds it 
helpful and even necessary to compare operating results? 

A. I would think they would look at those results. 

Q. I think you have already said to me, but I put 
it to you again, that there should be sone uniformity 
in connection with the accounts of the railways? 

A. There is in the United States a separate 


classification for express companies which bears no 
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resemblance to the railway classification. You see the 
business is entirely different, Mr. Frawley. They have not 
any rails and ties, and so on. Their primary accounts are 
entirely different and their classification set-up. 

Q. You are talking of the express companies? 

A. That is right. 

Q. That is perhaps not my point. Let me try to make 
myself clear. You agree that there should be uniformity 
of accounting as between the two express departments, if 
you will let me use the word "department", of the two 
Canadian railways, should there not? 

A. Well, I really cannot see the necessity of that 
provided they take it out of railway accounts. 

Q. If you will just bear with me for a moment, I am 
interested in the matter of uniformity of accounts. I am 
not suggesting for a moment, and perhaps this might put 
your mind at ease -- I am not concerned whether the 
Canadian Pacific carries on the ideal system by putting 
earnings from financial operations into other income and 
Canadian National does not. I am not concerned with which 
is the better system. I am simply suggesting to you that 
they should be the same, either yours or the Canadian 
National's method of transacting that business. I am 
putting it to you they eiouia be the same, that there 
should be uniformity of accounting with respect to these 
two express operations? What do you say about that? 

A. I say take them out and do whatever you want with 
them after that. 

Q@. How do you mean take them out? 

A. Do not have the cost of picking up parcels on 
city streets as a cost of railway operation. 

Q. In other words, that is your system? 


A. That is my theory; that is my belief. 
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Q. And that is the way it is done with the Canadian 
Pacific? 

hat egy 

Q. And it is not the way it is done by the Canadian 
National? That is right? 

A. They put it into railway -- 

Q. dust let us get some agreement. I think we are 
in agreement about that. You do it one way and the Canadian 
National does it the other way? 

Pe i LEESCULy. 

Q. I put it to you which ever system may be adopted, 
by this uniform system of accounts which I am suggesting 
the Board of Transport Commissioners should formulate, 
whichever way it is done they should both be done the same? 

A. I would hope they would do it the same. You see 
ours is a separate company -- 

Q. Let us make some progress. You are in accord 
with my suggestion that they should be the same? 

Ae Yess. May-E just explain a little further one 
of my answers to you, Mr. Frawley? 

QO. esq 

A. When you come to study railway statistics and 
accounts and you have all kinds of averages, revenue per 


mile of line, expense per mile of line, and so much per 


car mile, so mah per train mile, it is very confusing to 
have the cost of picking up packages in a truck in your 
expenses. How can you relate it to car miles and 
locomotive miles which are on the railway? 

Q. Mr. Liddy, will you go along with me as to this, 
that the Board of Transport Commissioners should have the 
power, through the instrumentality of a uniform system 
of accounts which they may want to set up, to decide 


which is the ideal method, whether, for instance, financial 
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operations should go into rail revenue or non-rail revenue, 
and whether or not what you have just told me about the 
cost of picking up packages, how that should be accounted 
for -- in any event, the Board of Transport Commissioners 
should have freedom in the promulgation of this uniform 
system of accounts to deal with these matters? 
A. So far as I am personally concerned I would be 

glad to sit down with any officers of the Board of Transport 
Commissioners and attempt to arrive at a uniform classifica- 
tion. 

THE CHAIRMAN: We are just about to adjourn. 
These express companies carry on a variety of businesses, 
do they not, for instance, a banking business? 

MR. FRAWLEY: All of that is called financial 
operations, 

THE CHAIRMAN: You mean in the case of the 
Canadian National all that is thrown into the railway? 

MR. FRAWLEY: The money they earn from the 
Sale of money orders and all of the related operations is 
taken into rail revenue. That is the crucial difference. 


THE CHAIRMAN: We will adjourn now, 


---The Commission adjourned at 4.45 p.m. to meet again 
at 10.30 2.7, on Friday, March 3, 1950, 
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